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Comment 


F late considerable public attention is called to 
() the “prerogatives of management,” to the 
wisdom or unwisdom of relating wages to 
“ability to pay,”’ to ‘‘opening the books of the com- 
pany”’ so that the parties to wage disputes may have 
further knowledge on which to base wage decisions, to 
the implicitly circumscribed areas within which collec- 
tive bargaining may justifiably deal. 

The crises of emotion and confused thinking to 
which the claims and counterclaims centering about 
these contentions have generated are surely a tribute 
to zeal, more than to a sober examination of the 
underlying problems of which these are the current 
symptoms. 

The purpose of this comment is solely to raise ques- 
tions about what the basic issues really are, and to 
ask if there has been no prior American industrial 
experience which somewhat clarifies them. We are in 
an area where to state the problem in different ways 
may well be to come out with different answers. And 
surely to put the problem in its widest terms of 
reference is required. 

But even before we put the question a word of 
reminder is necessary. We can approach the difficul- 
ties of management in purely legal terms. Manage- 
ment is legally, and in terms of static, non-personal 
relations, responsible in the first instance to stock- 


holder-owners and is primarily charged therefore to 
conserve and enhance their equities. The business be- 
longs to the stockholders and within legal limits they 
may buy the services of workers, set prices and sell 
goods to assure for themselves the largest possible 
legitimate profit. ‘‘The public be damned,” “treat 


‘em rough and tell ’em nothing,” “‘the pay envelope 
discharges all obligations to those hired.”’ These are 
legally defensible positions. Employees have no legal 
claim over, above and beyond the right to bargain 
collectively on ‘‘wages, hours and working condi- 
tions.” “If they don’t like it, let ’em get out’’—is an 
adequate legalistic view of labor relations. 

All this can be true. And yet by ignoring the ques- 
tion of how workers are induced to work with a will— 
all this can and does become a dangerous half-truth. 

Actually our industrial managers are—in terms of 
a discerning reading of deeper tendencies at work— 
taking account of claims and considerations which 
weigh and steer a nice course among factors which 
are legal, are administrative (concerned with organ- 
izational issues), are economic (concerned with 
realities of cost, competitive prices, etc.), are psycho- 
logical (concerned with the probable behavior of 
employees), are governmental (concerned with adher- 
ence to laws and regulations on many operating mat- 
ters), and finally, are public-relational (concerned with 


how the public in general and consumers in particu- 
lar are going to react to corporate policies in action). 

Faced with this more realistic view of the influences 
pulling and hauling in his mind, he would be a bold 
manager indeed who could in an overriding way affirm 
with confidence “‘ All that need concern our employees 
in the way of knowledge is a knowledge of what they 
want, of their demands. Management will be respon- 
sible for dealing with all other facts, factors, forces or 
influences in relation to which we have to adjust our 
line of policy. Employees not only don’t need to know, 
but they have no right to know—have probably 
little capacity to know—the complex of factors on 
which managerial judgments have to be based.” 

And managers who take such a view would often 
add, even if not for public consumption, ‘‘The wage 
fight is a power fight and we’ll guarantee to hold up 
our end if the issue is as to who has the greater eco- 
nomic power,—if we are left to ourselves in a free field.” 

All of which adds up to a total of contending atti- 
tudes, mutual recriminations, tangential aims—in 
short to inability to reach collective agreements under 
which behavior might go forward in any atmosphere 
of goodwill and creative concern for high productivity 
at low cost. 

Hence it seems that perhaps the most searching 
questions to be put as we face these rifts and cross 
currents are: ; 

What conditions of the organized relations of man- 
agers to employees are best calculated to assure em- 
ployee interest in what the corporation is trying to do 
(including its legal aims but not excluding other 
realistic factors which every alert management has to 
hold in view and operate in relation to) ? 

What company aims and policies can employees be 
expected to become interested in as they try also to 
make their working life reasonably secure, tolerable 
and capable of leading to some sort of personal 
creative satisfaction? 

What knowledge do employees need to help them 
become clear as to how what the company wants and 
what they want can be brought closer together? : 

If knowledge of company aims and of facts of its 
policy, methods and results has a bearing on what 
workers can become interested in, (the relation of 
interest to understanding is often close) what knowl- 
edge relevant to understanding, to concurrence and 
to heartier effort is required to be shared with 
employees? 

Is there any hard and fast line to be drawn as among 
these matters of management policy which will help 
employees to understand the position the company 
is taking, or is there sound reason to believe that 

(Continued on page 20) 
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Problems in the Administration of Wages’ 


BY LLOYD G. REYNOLDS 
Associate Professor of Economics and Associate Director of the Labor and Management Center, Yale University 


WANT to ask you to detach your minds from 
your immediate business problems and to look 
with me at the broad outlines of this matter of 
wage administration. I believe that there are a 
number of definite trends in the field of wages, and 
that these trends are setting the broad pattern within 
which every management will have to work out its 
specific wage problems in the next few years. There 
will be time to discuss only three or four of the major 
ground-swells, and it will not be possible to do full 
justice even to these. 


THE GENERAL LEVEL OF WAGES 


I am sure that the question uppermost in all of your 
minds is the great controversy now raging over the 
general level of wage rates. Should hourly rates of pay 
be raised above present levels and, if so, by how much? 
If wage rates are raised, what will be the effect on 
business costs and on the price level? Are we now in 
danger of the rapid price inflation which has been so 
long predicted? Let me say at once that neither I nor 
any other economist in his senses can give categorical 
answers to these questions. I will try, however, to 
outline for you the “ifs” and ‘“‘buts” on which the 
answers must depend. 

It will be instructive to look first of all at the history 
of wages in this country. The fact which stands out 
most strikingly is the great and almost continuous 
increase in wage rates over the past hundred years. 
The pace has sometimes been fast, sometimes slow, 
and occasionally it has been interrupted by a deep 
depression. But the trend of wages has been inexor- 
ably upward, and there have occasionally been 
jumps of twenty or twenty-five per cent in wages 
in a single year. Notable instances are the years 
1918-19, 1933-34, and 1941-42. Another important 
fact is that wages usually rise a good deal faster than 
either the wholesale price index or the cost of living 
index. It is decidedly not normal for wages merely to 
keep pace with the cost of living. If wages rose only 
as fast as living costs, the worker could never improve 
his standard of living. We all know, however, that 
the worker’s standard of living has risen fairly steadily 
over the whole of our industrial history. 


* An address before the Pittsburgh Chapter of The Society for the Ad- 
vancement of Management, December 13, 1945. 


But how can this be? How is it possible for wages 
to go on rising faster than prices year after year and 
decade after decade. The answer, of course, lies in the 
steady rise in the productivity of labor. Productivity 
per man-hour goes on rising with surprising regularity 
throughout both good and bad times. It is interesting, 
for example, that during the period 1929-33, which 
saw perhaps the greatest industrial depression in our 
history, output per man-hour rose in many industries 
by 25 per cent and in some by as much as 50 per cent. 
Indeed, in only three of the years from 1920 to 1940 
did the index of man-hour output in manufacturing 
fail to increase. During the war, the situation was 
mixed. There was a productivity decrease in some 
of the civilian industries which had priority difficulties 
or which lost their more efficient workers because of 
low wage schedules. These were exceptional cases, 
however, and it is to be expected that even in these 
industries productivity will now begin to advance and 
continue to advance as it did in the pre-war years. 

A comparison of the figures for 1921 and 1938, both 
years of mild depression, tells an interesting story. 
Between 1921 and 1938 average hourly earnings in 
manufacturing increased by almost thirty per cent. 
At the same time, however, output per man hour 
increased more than sixty per cent. Wage costs per 
unit of product consequently fell by about twenty- 
five per cent and the wholesale price level fell by about 
the same percentage. There is nothing paradoxical 
in this situation of wages rising while costs and prices 
are falling. It is the normal situation in an economy 
which is experiencing a rapid rate of technical progress. 
A more rapid increase in wages than in prices is the 
way in which the public reaps the benefits of increased 
productivity and the national standard of living is 
raised. Moreover, unless the standard of living is 
continuously raised, industrial prosperity cannot con- 
tinue. A steady increase in purchasing power and 
living standards is not merely the basic justification 
of a system of free enterprise; it is an indispensable 
necessity if the system is to keep going without fre- 
quent breakdowns. 

With this historical background, let us look a little 
more closely at the economic effects of wage changes. 
Do wage increases raise production costs or do they 
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not? Do they cause price increases or not? First of all, 
it makes a great deal of difference whether you are 
talking about a wage increase in one plant or a general 
increase in wages all over the country. I shall talk 
first about the effect of wage increases in one plant 
only. 

A wage increase in a particular plant will raise unit 
production costs in that plant unless it is offset in one 
of three ways. First, it may be offset by an increase in 
productivity. Moderate wage increases of, say, five 
per cent per year may be largely or even entirely 
offset in this way. Second, it may be offset by a fall in 
material costs. One cannot rely very heavily on this 
possibility, however, for the times at which wages are 
rising rapidly are also the times at which most raw 
material prices are rising. Third, a wage increase may 
be offset by greater volume of production. In heavy 
manufacturing industries, the whole cost picture is 
dominated by the movement of unit overhead, which 
goes down as volume goes up. If production goes up 
from forty per cent of plant capacity to eighty or 
ninety per cent, no conceivable increase in wages will 
prevent unit cost from falling. 

To take only one example which is a matter of pub- 
lic record: between 1933 and 1937 a large farm 
implement company raised wages in its various plants 
by between forty and fifty per cent. During the same 
period, however, its sales volume increased by more 
than 600 per cent. The increase in labor costs was 
entirely dwarfed by reductions in unit overhead and 
unit selling costs, and the company’s earnings in- 
creased greatly. While such large increases in output 
are unusual, an increase of even fifty per cent would 
in this case have been sufficient to offset the increase 
in wage rates. 

This does not mean, of course, that it is feasible for 
a company to pass out in wage increases all of the 
savings in cost which accrue from high volume produc- 
tion, unless it can count on that volume continuing 
indefinitely. In the world as it is, volume unfortun- 
ately moves down as well as up, and any company 
which did undertake to distribute the full savings 
from high volume in the form of wages would find 
itself very seriously embarrassed in a time of falling 
volume. The widespread adoption of standard cost 
systems is a recognition of the fact that in a far from 
stable economy fluctuations in volume must be aver- 
aged out over a period of years to get cost figures which 
can be used in making price and wage decisions. 

Unless a wage increase is offset in one of the three 
ways I have mentioned, unit production costs will rise. 
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This does not necessarily mean, however, that the 
price of the product will be raised. A manufacturer 
who is on to his job will always get the best price he 
can for his product. How much he can get depends on 
competition and on the state of the market. An 
increase in wage rates—or, for that matter, any other 
cost item—does not by itself make the market any 
better or make possible any increase in price. It is 
true that price increases are usually explained by 
saying that wages have risen or costs in general have 
risen. But this is a superficial explanation. A closer 
scrutiny of the situation usually reveals that the 
basic reason is a rise in demand or a change in com- 


petitive conditions which would have warranted a 


higher price even if costs had remained unchanged. 

With regard to a single plant, then, we must con- 
clude that a wage increase may or may not raise 
production costs, depending on the size of the increase 
and on what is happening to man-hour output, 
material prices, and production volume. If costs are 
raised, prices may or may not be increased. 

Let us look now at the effect of a general wage 
increase throughout the economy. Suppose wages are 
increased at the same time and by the same per cent 
in all the nation’s industries. Suppose also that the 
increase is larger than would be warranted on a 
productivity basis—say productivity has risen five 
per cent during the previous year and wages are then 
raised fifteen per cent, giving a net wage increase of 
about ten per cent. Under these conditions it is 
almost certain that prices generally will rise. The 
increased flow of money, plus the general expectation 
that prices are going up, will cause heavier buying of 
many products and particularly of basic materials. 
This creates a situation in which price increases look 
feasible, and as soon as they look feasible they will be 
made. How much will prices rise ? The answer depends 
partly on what is happening to the incomes of groups 
other than wage-earners. If everybody else in the 
economy is able to get a ten per cent increase—if 
salaries go up ten per cent, if farm prices are raised 
ten per cent, if manufacturers and distributors are 
able to add exactly ten per cent to their profit margins 
—the answer is pretty clear: prices will go up ten per 
cent and everybody will be just where he was before. 
Prices can rise less than ten per cent only if some 
group in the economy gets an increase of less than 
ten per cent. In this case the wage-earners have 
gained by the maneuver, but some other group has 
taken an equivalent loss. 
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This may be the best place at which to say a word 
about the much-abused term ‘purchasing power.” 
Purchasing power is not just the quantity of money 
paid out to individuals in the economy. It is the ratio 
between that quantity and the level of prices. The 
important thing is not how much money there is but 
how much goods that money will buy. It is clear, then, 
that if everybody’s income increases ten per.cent and 
the price level also rises ten per cent, there has been 
no change in purchasing power. You will remember 
that something like this happened in the first year of 
NRA. Wages rose by something like twenty per cent 
during this period, and the cost of living index rose 
by almost exactly the same amount. Although one 
of the primary purposes of NRA was to increase 
purchasing power, this purpose was not achieved. The 
increases in purchasing power which did occur in 
1933 and 1934 came from quite different sources. 

But suppose that wages rise ten per cent and prices 
only five. It looks as though we have an increase in 
purchasing power, for workers can now buy more 
with their incomes than before. But as I just pointed 
out, this could happen only if some other people— 
salaried workers, farmers, or what not—have not 
received any increase in incomes. These people, how- 
ever, now have to pay five per cent more for every- 
thing they buy. Their purchasing power has decreased. 
And it takes only a little arithmetic to prove that 
their loss exactly cancels out the workers’ gain and 
that total purchasing power is unchanged. 

By and large, then, it is not possible to achieve 
significant increases in purchasing power by tinkering 
with wages or prices. Any increases which you seem 
to have made if you look only at the income of one 
group disappear as soon as you broaden your view to 
include everyone in the economy. The important 
changes in purchasing power are a result of changes in 
employment; and changes in employment are not due 
mainly to wage and price movements. 

It should be re-emphasized that the situation is 
quite different where wage increases are accompanied 
by a proportionate increase in productivity. If wages 
rise ten per cent and productivity at the same time 
rises ten per cent, so that costs and prices remain 
unchanged, it is clear that purchasing power has 
risen and that the rise is just sufficient to take the 
increased production off the market. All that I have 
said about the futility of trying to increase purchasing 
power by raising wages refers to wage increases which 
are over and above any gains in productivity. Note 
also that I have not said that it is a bad thing to raise 
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wages faster than productivity is rising. Anyone is 
entitled to argue that workers’ incomes are too low 
relative to the income of farmers, salaried people, in- 
vestors, etc. and that higher prices are desirable in 
order to achieve a better distribution of income. But 
the discussion should be conducted frankly on this 
basis instead of dragging the red herring of “‘ purchas- 
ing power” across the trail. _ 

What has all of this to do with the situation in which 
we find ourselves at the present time? The present 
demand of labor for wage increases stems from the 
fact that base rates of pay were controlled—and 
rather effectively controlled—during the last three 
years of the war. Basic wage rates, in fact, just about 
kept pace with the cost of living. The official estimate 
of the increase in the cost of living from January 1941 
to the end of the war is now 33 per cent; for the lower- 
income groups, most of whose income goes for food 
and clothing, this is probably an understatement. 
During this same period, adjusted straight-time 
hourly earnings increased by about 37 per cent; this 
means that base rates increased by less than 37 per 
cent, because part of the increase in straight-time 
earnings was due to accelerated merit increases and 
promotions, night shift premiums, and other special 
conditions. 

This moderate increase in base rates was concealed 
during the war by the fact that workers’ weekly 
take-home rose rapidly, increasing by about 75 per 
cent from January 1941 to August 1945. The reasons 
for this are well-known: heavy concentration of work- 
ers in the high-paying war industries, steady employ- 
ment, a great deal of overtime, rapid promotions, high 
incentive earnings, and so on. But these sources of 
extra money have been shrinking since the end of the 
war. And as the worker comes face to face with the 
fact that his family must now live on 40 times his 
base rate, minus withholding taxes, he realizes that 
living costs are high. Some of the loudest shouts of 
protest have come from returning veterans who have 
discovered that the streets of America are not paved 
with gold earned by the war workers. 

The present demand for substantial wage increases, 
therefore, is not something that has been thought up 
or whipped up by union officials. It stems directly 
from the workers themselves; and any union official 
who refused to go to bat for wage increases at this 
time would have very tough sledding at the next 
union election. 

What will be the outcome? I am willing to venture 
a prediction that next summer, when the shooting has 
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died down and we take a look at the wage statistics, 
we will find that hourly wage rates have increased 
substantially over August 1945. The signs of such a 
movement to a new wage plateau are already appar- 
ent. Almost every day the newspapers report renewal 
of some important union contract, usually at wage 
rates from ten to twenty-five per cent above the 
previous level. 

My basic reason for expecting this movement to 
spread throughout most industries is the continuing 
tightness of the labor market. This is a factor which 
was completely misjudged before V-J day. In July 
1945 most people in Washington who are in the 
business of making unemployment estimates were 
predicting that there would be five or six million 
unemployed very soon after the end of the war. 
Actually, unemployment at the end of December was 
only about two million. Many thousands of jobs are 
going begging; and while most of them are jobs in 
light manufacturing and service industries at rela- 
tively low wage rates, there are many unfilled jobs at 
wage rates of more than $1.00 per hour. The continua- 
tion of military demobilization at the rate of a 
million men a month is bound to produce a somewhat 
easier hiring situation by the summer of 1946. But 
even then, workers in some of the skilled trades and 
even efficient production workers will not be easy to 
find. The result will be an upward pressure on wage 
rates for as far ahead as one can see. 

Incidentally, I do not believe that the movement to 
a new wage level will involve as many strikes and 
as much industrial dislocation as some people seem to 
think. Industry generally has long regarded the steel 
and automobile industries as reliable weather-vanes 
in this matter of wages. Whatever settlement is 
finally worked out in those industries will, I think, 
tend to be extended rather widely and rather rapidly 
throughout the country. It will not be necessary 
to fight the battle over again in every unionized 
industry. By the summer of 1946, regardless of what 
government does or does not do, the wave of indus- 
trial disputes will have subsided and we shall have 
settled down to full-speed production with a new 
wage pattern. 

If wages are going up appreciably during the next 
year, must not prices also go up? Are we not taking 
the first step toward a major wage and price inflation? 
I am sorry that I cannot make nearly as definite pre- 
dictions about prices as I have just made about wages. 
If all price controls were to be removed early in 1946, I 
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believe that the price level would shoot up very 
rapidly; and this would happen rezardless of whether 
the steel and auto workers ge increase of ten per 
cent or thirty per cent. Prices would rise so fast that 
the unions would have to turn right around and start 
preparing demands for a fifty per cent increase next 
fall. 

Let’s suppose, however, that price control continues 
until at least the end of 1946, and that it is admin- 
istered reasonably and with proper regard to produc- 
tion costs. What will happen to the price level in this 
case? The only honest answer is that no one can say. 
Perhaps the largest unknown in the equation is pro- 
ductivity. Here is a refrigerator plant which has made 
no refrigerators since 1941. It has been making control 
instruments for airplanes. It is now getting ready to go 
back into refrigerator production. When it gets into 
full production, how will output per man-hour com- 
pare with 1941? I don’t see how anyone can answer 
this question in advance. My guess would be that 
productivity in most plants will be considerably 
higher than in 1941, but not enough higher to offset 
entirely the wage increases since 1941. In other words, 
labor costs of production will be higher than they were 
just before the war. For plants which continued in 
civilian production during the war, labor costs will 
probably be higher in 1946 than in 1945. 

On the other hand, there are two factors working in 
the direction of lower manufacturing costs. Prices of 
some raw materials, particularly agricultural raw 
materials, may be expected to begin falling within 
the next year now that wartime demands are removed. 
Second and more important, most industries are 
practically assured of capacity operation for at least 
two or three years while we catch up with the backlog 
of consumer demand, business demand, and foreign 
demand for peacetime products. Unit overhead costs, 
therefore, should be appreciably lower than before 
the war when many industries were operating much 
below capacity. 

Balancing these factors against each other, my best 
guess—let me underline ‘‘guess’”—is that we shall 
have only a moderate increase in manufacturers’ 
prices and a still smaller increase in the cost-of-living 
index. To put the point concretely: if hourly wage 
rates go up by 15 per cent this year, I should be 
surprised to see an increase of more than 5 per cent 
in the cost of living. An increase of this magnitude 
would not be sufficient to support union demands for 
another large wage increase next fall. 


in- 
in 
Sut 
his 
as- 

ich 
ent 
the 

ree 
Out 
41 
0d 

nt. 
ime 
per 
ime 
cial ices 
per 

igh 
= 


I do not believe, therefore, that we are in danger of 
an inflationary spiral—provided we maintain price 
control until mass production of peacetime products 
has been underway long enough for supply to catch up 
somewhat with demand. If we eliminate or seriously 
weaken price control before that time, we shall 
certainly have a serious inflation. 


SOME LONGER-RANGE PROBLEMS 
OF WAGE ADMINISTRATION 


I want to say a few words about some other aspects 
of wage administration which were important even 
before the war and which will be much more important 
during the next few years. They are temporarily 
overshadowed by the argument over the base rates of 
pay, but after this argument has been settled they 
will come back into the center of the stage. The most 
important of these longer-range problems of wage 
administration are: first, the increasing number of 
dimensions of the wage structure; second, the problem 
of a guaranteed annual income for workers; third, the 
establishment of a reasonable relation between occu- 
pational rates, both within a plant and between 
different plants; and fourth, the problem of raising 
labor productivity and relating wage increases to 
productivity increases. 


Diversification of the Wage Structure 


During the war, with base rates rather closely con- 
trolled by government regulations, most unions and 
some managements tried to devise ways of increasing 
the workers’ income without increasing base rates of 
pay. These methods, which the War Labor Board 
called “‘fringe’”’ wage payments, included vacations 
with pay, paid holidays, call-in time, night shift 
differentials, sick leave, and even such things as 
health insurance and life insurance programs subsi- 
dized by the company. These types of payment were 
not unknown before the war, but it was during the war 
that they spread throughout large sections of Amer- 
ican industry. Now that they are rather widely 
established, workers will be very reluctant to give 
them up. In fact, management will be under pressure 
to install them where they do not now exist and to 
increase them where they do exist. 

This poses an important problem for both unions 
and management. If a company can afford to spend 
only so much money on labor, how much of this 
should be spent in the form of base rates and how 
much in subsidiary types of wage payment? What is 
the preference of the workers themselves in this 
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matter? Would workers rather have two weeks paid 
vacation or an extra three cents an hour added to 
their base rates? Would they rather have an extra 
five cents an hour or a guarantee of forty weeks’ work 
per year? I do not think that anyone in the country 
really knows the answers to these questions at the 
present time. Yet decisions on these matters are made 
every day, and it is important that they be made on 
the basis of reliable information. This is one of the 
problems which we propose to investigate in the 
immediate future at the Yale Labor and Management 
Center. We are planning to interview a large number 
of workers in different parts of the country and to ask 
them what factors they consider most important in 
selecting a job. We are going to inquire into their 
preferences as between base rates and other types of 
wage payment, between base rates and security of 
employment, between base rates and opportunity for 
advancement, and so on. When the study is completed 
its results will be published and made available to 
labor and management groups, and we think that 
it may contribute to more informed decisions on this 
kind of question. 


A Guaranteed Income for Wage-earners 


Another issue which has received a great deal of 
attention in recent months is that of guaranteed 
income for wage earners. The proposal usually is that 
management guarantee a certain amount of work or 
a certain income to all its regular employees for a 
year in advance. This is an interesting and complicated 
problem which I cannot discuss at all fully here. It is 
by no means a new problem. Back in the twenties 
there was much discussion and some experimentation 
with what was then called “‘regularization of employ- 
ment.” During the thirties the spotlight shifted away 
from this problem. Now everybody has suddenly 
re-discovered it under the slogan of ‘‘the annual 
wage.” The slogan is new but the problem itself is 
unchanged. The basic question which any manage- 
ment has to ask itself is this: Can the production of 
my plant be leveled out through the year and pre- 
dicted fairly accurately for a year in advance? If 
production can be regularized, this will not only be 
profitable from a management standpoint but the 
worker will benefit from increased security. If the 
worker’s job can in fact be made secure, it is good 
psychology to spell out this increased security through 
a definite annual wage guarantee. The important 
thing, however, is not the guarantee itself but the 
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stabilization of production which makes the guarantee 
possible. 

It may prove impossible to regularize production 
for one of two reasons. The first is unavoidable 
seasonality of production. In this case it is still 
possible to maintain a stable working force and a 
guaranteed income for each worker by varying the 
length of the work week. This is the basis of the well- 
known Hormel Plan, and is a method particularly well 
adapted to seasonal food processing industries. It 
should be noted that this sort of plan still requires a 
reasonably accurate prediction of annual output. 

The second and more important difficulty arises 
where annual output cannot be predicted very closely. 
An industry which is subject to violent cyclical 
fluctuations of demand and whose product cannot 
readily be stockpiled during bad years is in this 
position. A company which works on contracts is also 
in this position. I! cannot be certain how much busi- 
ness it will have during the year or even whether it 
will be in existence at the end of the year. Where 
annual production is unpredictable and uncontroll- 
able, any company which gives an annual wage 
guarantee is in effect undertaking to run its own 
private unemployment compensation system. I can 
see no advantage to the worker in this and there are 
obvious disadvantages to the employer. Really un- 
avoidable irregularities of employment should be met 
by state unemployment compensation systems and 
other types of public provision rather than by guar- 
antees on the part of the individual employer. 

Annual wage guarantees are a thoroughly desirable 
objective toward which to work. To regard them as a 
cure-all for every type of employment fluctuation, 
however, is a mistake which may easily lead to disillu- 
sionment with the whole idea. The future of annual 
wage plans, I think, lies mainly in consumer goods 
industries with a reasonably stable demand and in 
certain non-manufacturing fields such as retail trade. 


The Development of Systematic Wage Structures 


One of the main grounds on which the War Labor 
Board permitted wage increases during the war was 
the existence of so-called ‘‘wage inequities,’’ either 
within a plant or between plants in the same locality. 
The thousands of plant wage structures which came 
before the Board for review presented a surprisingly 
haphazard pattern. Many wage structures seemed to 
have grown up by accident and to have been per- 
petuated solely through custom. There were fre- 
quently wide differences in pay for practically identical 
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work in the same plant. The rate of pay seemed often 
to be adjusted to the man rather than to the job. In 
such cases the Board usually directed. that labor 
grades be established and that jobs be classified 
into these grades on the basis of a job evaluation 
study. While the initial demand for job evaluation 
usually came from the union side, most managements 
accepted the idea quite readily and cooperated fully 
in putting the program into effect. 

There is plenty of evidence that unions are going to 
taise this issue increasingly during the next few years. 
Where a job evaluation has never been made, the 
union is likely to insist that it shall be made and that 
the results be appraised jointly by labor and manage- 
ment. Where management has already installed a job 
evaluation system, the union may question the meth- 
ods used and ask for readjustments in them. Any 
plant management dealing with a union would be 
well advised to anticipate this issue by making sure 
that it has a systematic wage structure and that the 
basis for this structure can be readily explained and 
logically defended. 

Along with this will undoubtedly go an effort, par- 
ticularly by the industrial unions, to secure greater 
equality in the rates paid by different companies for 
the same job. The officials of a national industrial 
union are under steady pressure from the union 
membership to establish a standard wage scale 
throughout the industry. Regardless of what eco- 
nomic reasons for wage differences may exist, the 
members of Local 272 cannot understand why they 
should work for 90 cents an hour while Local 387 in 
another city is getting $1.05. For this reason the 
union, as it gets more and more firmly entrenched in 
its industry, necessarily moves to eliminate or at 
least reduce inter-plant differences in wage scales. 

This development carries two practical implications 
for management. First, plants which have gotten by 
in the past by paying a rate of wages below the general 
level of their industry cannot count on getting by 
in this way in the future. In a unionized industry, any 
plant which cannot bring its efficiency up to the 
industry average and which cannot pay the same wage 
rates as its competitors is in for trouble sooner or 
later. Second, it will be increasingly necessary for 
employers in such industries to band together for 
collective bargaining and to work out with the union 
an agreement which is ‘‘collective on both sides.’’ An 
industrial union is forced to think in terms of the 
industry rather than of a particular company. Unless 
employers think in equally broad terms they will not 
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do justice to their own position nor will they make the 
contribution which they could make to the develop- 
ment of sound industry-wide wage structures. 


Wage Rates and Productivity 


As union organization becomes more complete, the 
pressure on employers for wage increases will be 
stronger and steadier than ever before. Management 
will be faced every year with a forceful demand for 
some increase in base rates. The union won’t always 
want 30 per cent—it may want only 5 per cent—but 
it will want something. The only basic answer to 
these demands is somehow to get more output per 
man-hour every year than was gotten the year 
before. This has been the normal rule in the past, 
and what we have been able to do in the past we ought 
tobe able to doin the future. But amore deliberate and 
carefully directed effort may be necessary. In par- 
ticular, it may be necessary to have closer collabora- 
tion between the management people who negotiate 
base rates and the people concerned with production 
methods and production standards. The industrial 
relations men who bargain with the union usually 
operate in one part of the organization while the 
production engineers operate in an entirely different 
part. In this matter of making productivity keep pace 
with wages and vice versa, both groups are involved 
and a genuine coordination of effort is required. 

I believe too that management is entitled to insist 
that productivity is a responsibility of the union as 
well as of the managemient. If the union insists on an 
ever-increasing wage, it must be prepared to cooper- 
ate with management to ensure that labor is worth 
an ever-increasing wage. Many unions realize this 
quite clearly and some of them have done a good deal 
about it. The Amalgamated Clothing Workers of 
America is perhaps the outstanding example. Many 
of the Amalgamated officials are experts in production, 
and their services are made available to any clothing 
company free of charge. Time and again this union 
has demonstrated that a particular plant could raise 
wages and at the same time reduce labor costs by 
installing improved production methods. The officers 
of the Amalgamated have also educated their mem- 
bers to the fact that they must accept these improved 
methods and must be willing to meet reasonable 
standards of production efficiency in order to achieve 
higher earnings. I do not think it is at all out of the 
question that this attitude can in time be spread much 
more widely throughout the labor movement. 

The unions will always, of course, oppose any uni- 
lateral attempt of management to raise productivity 
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by simply stepping up the speed of the assembly line, 
cutting piece rates, or installing some new type of 
incentive system. Management will have to bargain 
with the union about these things just as it does about 
base rates of wages. It should be possible, however, to 
establish clearly in the minds of both union and man- 
agement negotiators the close relation which neces- 
sarily exists between wages and productivity, and to 
see that the bargains made about productivity bear 
a reasonable relation to the bargains made about 
wages. 


CONCLUSION 


I hope I have managed to suggest to you the genuine 
difficulties which union and management people face 
as they attempt to make a satisfactory wage bargain. 
The problems are tough, and the only wonder is that 
negotiations don’t break down oftener than they do. 
I do not think, however, that any problem in this 
field is insoluble when approached with goodwill, 
intelligence, and a proper grounding in the facts of the 
industry. Where bargaining breaks down, it is usually 
because these qualities are lacking on one or both sides 
of the bargaining table, or because the hands of the 
labor or management representatives are tied by 
extraneous considerations. 

What is needed on both sides of the table is a greater 
sense of public responsibility, a greater respect for 
facts, and greater agreement on what facts are 
important and what their significance is. These things 
cannot be put into people’s heads by passing a law or 
shaking a stick at them. They can.come only through 
experience and through careful reflection on that 
experience. It seems to me that one proper function of 
a university is to provide a place where mature 
individuals can sit down for a time to sort out what 
they have learned and to gain perspective on their 
day-to-day problems. For that purpose the Yale 
Labor and Management Center has set up an ad- 
vanced program of study for trade union and manage- 
ment officials as a central feature of its operations. 
We have not done this with any confidence in the 
superiority of our own knowledge, but rather with the 
expectation that men from labor and industry can 
teach us at least as much as we give in return. 

It may be only the occupational delusion of a 
professor to think that the solution to practical prob- 
lems lies through education. I feel very strongly, how- 
ever, that thought and discussion, rather than 
coercion, offer the most promising pathway toward 
harmonious labor relations and industrial peace. 
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Top Management's Responsibility for Industrial 
Relations 


By K. H. SHAFFER 
General Manager, Industrial Relations Department, Standard Oil Company of California, San Francisco, California. 


OP management has always had a responsibility 

for industrial relations. By industrial relations 

I mean the field of the total relationship between 
management and employees. When we speak of a 
business organization we mean a group of people work- 
ing together to secure a desired result. Each individual 
must do his share of the work properly in order that 
the organization works as a smooth running team to 
secure the desired accomplishment. 

Industrial relations has as its purpose the securing 
of the best possible relationship between employees 
themselves and between employees and management, 
thus providing the maximum teamwork. Accordingly, 
industrial relations is not something that is added to a 
business organization, but is a fundamental part of the 
organization itself, and no organization will be on a 
sound basis unless its own internal relations are on a 
sound basis. 


Foremen Considered Key Men 


In recent times we have heard that the foreman is 
the key man in industrial relations. Many conferences 
have been devoted to the subject of how we could 
help the foreman to better handle industrial relations 
with particular emphasis given to the fact that he is 
the member of management who has the direct con- 
tacts with the men, issues the orders, handles the 
discipline, and otherwise to a very considerable extent 
determines the employee’s feeling toward the com- 
pany’s industrial relations program. For the moment, 
however, let’s consider some of the handicaps under 
which the foreman is placed in his work as this key 
man. 

As you probably know there has just been com- 
pleted in the East a study of the problems which have 
caused the formation of foremen’s unions in thirteen 
large companies. This study was carried on under the 
auspices of the National War Labor Board,? which 
found itself in somewhat of a quandary as to what to 


1 This paper was presented at the Bay Region Management Conference 
co-sponsored by the San Francisco Chapter of The Society for the Advance- 
ment of Management, March 24, 1945. 


do with foremen’s unions that were demanding collec- 
tive bargaining rights. Some long and detailed reports 
have been issued on the hearings that were held out- 
lining the testimony and conclusions that were pre- 
sented. Boiled down, however, it appeared that the 
foremen were concerned about four things. 


First. The security of their job. They feared sudden 
or arbitrary demotion or layoffs. 

Second. They claimed that there was a lack of two- 
way communication between them and top manage- 
ment. It was pointed out that most companies have 
an excellent system for getting orders down to the 
foremen but a very poor system for getting sugges- 
tions, comments or problems from the foremen back 
to management. 

Third. There were a number of generally minor 
economic grievances that the foremen felt were not 
being given any attention. 

Fourth. They complain of general unsatisfactory 
relationships with their supervisors. In this connec- 
tion claims were made that their supervisors never 
talk to them except when they had done something 
improperly and then it was a case of being “‘ bawled 
out.” 


Higher Management’s Place in Industrial Relations 


If these foremen’s claims are true, then perhaps any 
lack in the industrial relations picture rests not so 
much upon the foremen as it does upon higher manage- 
ment. Higher management is too prone to install 
policies without explaining the reasons behind the 
policy. Sometimes orders based on sound judgment 
when the entire picture is known, look rather foolish 
when they finally arrive at the foreman’s level and 
confidence is lost in top management’s judgment. 
Higher management is also prone to issue orders, to 
do the talking, to tell how it should be done. The 
different levels of supervision, plus higher manage- 


* For excerpts from this report, see Advanced Management, December 
1945, Vol. X, No. 4, article on ‘“ The Changing Position of Pore m en in Amer 
ican Industry." 
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ment, should represent the best brains in the company, 
but collectively. That is, it is not all located in any one 
spot. The man on the firing line probably knows his 
processes and his men much better than does the man 
far removed. Accordingly, his opinions should be 
considered. One eminent management authority has 
summed this up by saying, ‘‘ Management should do 
less talking and more listening.’’ And in industrial 
relations, as in many other things, there is still no 
better method of teaching than by setting a good 
example. 

Because higher management was once a foreman or 
supervisor they probably know many of the foreman’s 
problems, but it must be remembered that men and 
conditions change and furthermore, that the particu- 
lar foreman wants the opportunity to discuss his 
problems himself, even though they may have been 
discussed many times by others, and to learn what the 
answers are in terms of his own personal situation. If 
then we can agree that all levels of management have 
mutual responsibility for good industrial relations and 
that industrial relations is a fundamental part of 
business management, then perhaps the question is 
how can all levels of management do their share. 

As one possible solution, I would suggest the con- 
ference method. By this I mean that conferences 
should be held at regular intervals between members 
of higher management at which proposed policies and 
plans which were being made for the operation of the 
business could be discussed, and problems brought out 
on the table and suggestions made, and a general 
understanding of the company’s operations and prob- 
lems obtained. Following this, the individual members 
who attended this conference could meet in similar 
conferences with supervisors under their direction. 
Here much the same procedure could be followed with 
full opportunity for their subordinates to talk over 
mutual problems, to bring up suggestions, to ask ques- 
tions, to tell their supervisor what they would like to be 
informed about or what help they need in handling 
their job. To the extent possible, and nowadays it 
cannot always be done, proposed policies and plans 
should be discussed prior to their installation in order 
to receive the benefit of their more intimate knowledge 
of processes and employees. If there are yet lower 
levels of management the process should be repeated 
there. 

This should provide the two-way communication 
that the foremen in the War Labor Board hearing 
claimed did not exist. Their supervisor, by conducting 
such conferences in a sincere and frank manner, should 
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establish a better relation with the foremen, particu- 
larly if he makes it thoroughly understood that he will 
be available to the limit of his time for personal dis- 
cussions of any problems any time the foreman 
wishes. And lastly, it should permit the foremen to 
express their point of view of the economic grievances 
which they state are not now being considered. 

One requisite to make this program successful is that 
every suggestion or complaint be given prompt atten- 
tion and either explained why it cannot be done, or 
else see that it is put into effect. Such discussions bring 
a mutual understanding of the problems of the com- 
pany and of the work of the different parts of the 
team, and should, as better understanding always 
does, make for better teamwork, and more effective 
business management. 


Continuous Management Education 


You will note that throughout this discussion I have 
emphasized the point that al] management levels are 
concerned with industrial relations and with partici- 
pating in the suggested conferences. In my opinion we 
need training for all levels of management on a more 
or less continuous basis on practically all phases of the 
business. Some of this training can be considered as 
refresher seminars. The medical and teaching profes- 
sions recognize that education must be continuous 
even extending to the leaders. Why doesn’t this hold 
good also then in the profession of management, which 
today is equally, or even more, difficult ? 

Too often higher executives feel that they know all 
the answers because they have grown up with the 
business. This state of mind effectively insulates them 
from new ideas and tends to repress the younger execu- 
tives who can still see fresh horizons ahead. It has been 
stated, ‘‘ The ideal organization provides for the great- 
est possible development of men within its ranks and 
at the same time allows for a proper amount of cross- 
fertilization by the best of the ideas that can be found 
outside.” All levels of management should be en- 
couraged to spend some time in studying outside 
organizations, to meet and talk with leaders in other 
fields and to keep in touch with progress elsewhere. 
Discussion of these ideas in conference meetings 
together with the best ideas developed within the 
company should keep executives from settling down 
in ruts and by giving them thought-provoking mate- 
rial increase their alertness and enthusiasm. 

As the president of most companies is the chief 
morale officer and must, of course, exercise this im- 
portant function through contacts with - higher 
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management, they in turn must act as morale officers 
for their section of the company’s operations. This 
means that they must be enlightened and enthusiastic 
in the essential industrial relations functions. During 
the war we have learned that better men could be 
developed by intensive training than under the former 
long-time procedure. It appears then that we could 
improve all levels of management by using some train- 
ing even if we have already had the benefit of long- 
time exposure. In addition, very considerable benefit 
is received by those who do the teaching and leading 
in regard to their own knowledge and understanding 
of the subject. 

The result of the stimulation which such a program 
should give to management, plus the leadership which 
all levels would develop in considering the company’s 
problems, should result in a confident and ready 
organization able to calmly handle any problem, 
including emergencies, as they come along. 


Higher Management as a Developer of Executives 


In addition to higher management’s part in group 
industrial relations work as covered in the foregoing, 
they have the responsibility of working individually 
with the executives under their direction for the 
development of these latter. While the principle of 
higher executives doing less talking is very applicable 
in connection with making decisions, the reverse is 
true in connection with the training of their subordi- 
nates. In that case too frequently too little talking, or 
at least too little talking of the proper type, is often 
done. 

Most businesses will continue long after the present 
executives are gone and it is a fundamental part of 
every executive’s job to develop men who can take 
their place and in this development to see that they 
get the necessary experience and training that will 
make them the best possible candidates for the posi- 
tion. It should always be borne in mind that the game 
goes on in the business world, and individual stars or a 
magnificent record in one particular period are worth- 
less if the team for the future is wrecked or left 
undeveloped in the process. 


Function of the Industrial Relations Department 


So far I have not referred to the part which the 
Industrial Relations or Personnel Department should 
play in the industrial relations program. I did that 
purposely because basically industrial relations is 
made by the relationship between the manager, the 
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superintendent, the foreman and the workers. Indus- 
trial relations is practiced and determined every day 
by the many contacts between all these people. It is, 
however, the Industrial Relations or Personnel 
Department’s responsibility to do research, to develop 
programs, to advise the management and in general 
to help them understand the best industrial relations 
methods. 

I regard the industrial relations people as part of 
top management and much of their work should be 
done at that level. Too frequently the industrial rela- 
tions group know of many improvements that should 
be made but have great difficulty in persuading line 
management to follow their suggestions. I am sure 
that you have all attended meetings, as I have, where 
after a particularly good presentation of a particular 
subject, industrial relations men have stated, ‘I 
believe your suggestions are sound, but how can I sell 
the idea to my boss.” 

It always hurts me a little as a matter of injury to 
my professional pride that industrial relations people 
find themselves in the position of asking these ques- 
tions because it again brings home the fact that in 
some instances high management still does not appre- 
ciate that industrial relations is a fundamental part of 
their every day work, that no supervisor is truly a 
supervisor unless he is adept at the handling of people. 
Perhaps we too as industrial relations men, however, 
are somewhat at fault for not having presented our 
suggestions in such a manner that there was no escape 
from the conclusion to which we had arrived. 

As one approach to the selling of industrial relations 
programs I would like to suggest the following: 

1. Know your operations, procedures and policies. 
The industrial relations man of today cannot be a 
staff specialist sitting in an office by himself, disasso- 
ciated from the other phases of the business, or if he 
is he probably cannot properly handle his responsi- 
bilities. He should make it a point to learn as much as 
he can about the detailed operations of his company, 
about the procedures followed in its processes, and 
about its general business policies. This should enable 
him to outline his suggested industrial relations policy 
in terms of actual operations or procedures so that he 
can show line management exactly how the program 
can be applied and will work out. If he merely suggests 
a principle and leaves it up to line management to 
work out the details of the application the difficulties 
will often cause line management to feel that the 
program is impractical and is the suggestion of a stu- 
dent, not the considered judgment of a practical 
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operator. It appears greatly simplified to line manage- 
ment if the industrial relations man can discuss every 
step if necessary of the program’s application and 
show him precisely how it fits in with his every day 
working plans. 

2. Learn the way the line executives work. Some execu- 
tives are more receptive to certain types of programs 
than others. Just as any salesman tries to learn of the 
thinking and philosophy of his prospective customer 
so should every industrial relations man try to get 
better acquainted with the thinking and actions of the 
executives with whom he has to work. We have prob- 
ably all had the experience of going to great lengths 
to prepare in detail a proposed program which we 
thought would be difficult to sell, only to have the 
executives concerned say practically before they had 
read the first line of the report, ‘‘Why okey, let’s do 
it.”” While on the other hand, most of us have had the 
discouraging experience in connection with a program 
which we thought would be readily acceptable, of 
taking up a single sheet outlining it, only to find that 
the program would not sell. Consequently, I urge that 
you study the executives with whom you have to 
work in order to gauge as well as possible their reac- 
tions to proposed programs. 

3. Build a good case. Recently I sat in on a discus- 
sion where one executive presented a proposed new 
plant layout. This plant layout represented the work 
of a number of engineers and specialists and had been 
carefully executed in order to obtain the best possible 
efficiency. The executive's presentation, however, was 
something like this: “‘Here’s the proposed layout for 
our new plant. We would like to have your approval.” 
The top executive looked over the program and a 
number of changes occurred to him, and before the 
discussion was finished the layout was practically 
completely revised. Subsequently, the engineers 
pointed out that the first layout was far superior and 
the first plan was again presented but upon an entirely 
different basis. First of all they listed the characteris- 
tics required for good operation which experience, not 
only in the company concerned, but in other com- 
panies, indicated were necessary. After going over 
this material the layout was shown to the top execu- 
tive and he was shown just how that particular design 
met the various characteristics and how the proposed 
revisions would not do so. The result was that the 
first proposal was approved. 

Now say, for example, you are suggesting a particu- 
lar man to fill a position. First, let’s list the qualifica- 
tions which the man in that position requires. Then 
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let’s list the qualifications of the various candidates. 
Then let’s choose the man whose qualifications most 
nearly meet those required in the position. If that 
appears sound to you it probably will also appear 
sound to the executive who has final authority. Or 
say, for example, you want to propose the adoption 
of a particular type of provision in a union contract 
which you believe management will oppose. First, 
you can show what other contracts contain that 
provision or one similar to it among your competitors. 
Secondly, you can show what decisions have been 
rendered in connection with that provision where 
dispute cases have gone before the War Labor Board. 
Thirdly, you can show how the provision will operate 
in your own company both for the immediate future 
and the long range picture, and outline the advantages 
and disadvantages. If your knowledge of operations, 
policies, and procedures is adequate and the results 
of your analysis indicate that the proposed provision 
is desirable, the same conclusions should be reached 
by top management. 

In any event, the presentation should line up all 
the pertinent factors, giving as specific particulars 
as applying to the company as possible, so that first, 
conclusion is inescapable that something should be 
done and secondly, the conclusion is equally ines- 
capable that the program suggested is the proper one. 

4. Keep top management currently informed. Indus- 
trial relations men sometimes have access to news 
services, information bulletins, studies, discussions, 
and similar information, which makes them well aware 
of trends or tendencies in the industrial relations 
picture. Often, they keep this information within 
their department waiting until it appears that the 
situation is sufficiently critical that some action should 
be taken; at which time they make a recommendation. 
I believe this is often a mistake. It may be better to 
weekly, or perhaps daily, keep the executives informed 
of current trends. Admittedly these executives are 
busy, so the industrial relations man should make 
excerpts or underline in red the pertinent portions of 
the information or otherwise condense it for line 
management’s review. But I believe it wise to condi- 
tion them gradually to coming changes. Furthermore, 
such a process sometimes results in line management 
suggesting the development of a program which the 
industrial relations man may have had in mind, and 
as we all know, if they feel the idea is theirs it is much 
surer of success, and every industrial relations man 
should appreciate that what he wants is good indus- 
(Continued on page 20) 
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The Reduction of Costs 


By C. CANBY BALDERSTON 
Dean, Wharton School of Finance and Commerce, University of Pennsylvania 


topics, at least among men of affairs. It has 

shared their attention with such other time- 
honored subjects as hunting and women. Those 
responsible for large projects like the construction of 
the pyramids with slave labor would have been con- 
cerned with organization rather than with costs, but 
once the flow of goods was accelerated by the com- 
mercial revolution, costs and their reduction took the 
center of the stage. The topic is old but timely. 

The more efficient use of resources, plant and labor 
is important at all times. At this particular moment in 
history, attention to efficiency is imperative if the 
ravages of war are to be repaired quickly and goods 
and services produced to minimize the existing hunger 
and suffering. The slowness with which plants are 
getting into full-scale production of peacetime prod- 
ucts is not only keeping goods and services from the 
consumers of this country but adding to the misery 
and despair of the shivering, pot-bellied, spindle- 
legged children of ravaged countries abroad. Waste of 
plant capacity because they are waiting for materials 
or parts or because of strikes; waste of labor because 
of feather bedding, slowdowns, or inept supervision 
all contribute to deepen the present tragedy. The 
same magnificent rate of production evoked for the 
killing of men is needed desperately to rebuild what 
has been destroyed and to provide people everywhere 
with the material basis for a good life. Prosaic though 
it may sound, the need is for a return at once to the 
most efficient production which workers and execu- 
tives, laboring with good will, good sense and good 
management, can give a suffering humanity. But 
what the God of War was able to call forth in such 
abundance because he captured the imaginations of 
men and made them courageous, hard working and 
unselfish seems at the moment to be denied to the God 
of Peace. And so this ageless topic of efficiency in pro- 
duction and distribution takes its place with the pre- 
vention of war and inflation at the head of the list of 
the world’s needs. The bomb is likely to confuse us and 
take our minds off our current business of preventing 
desperation and distress that breed hate. 


we reduction is one of the most venerable of 


1An address before The Society for the Advancement of Management, 
December 1, 1945, Waldorf-Astoria, New York. 
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How then may managers discharge their obligation 
to achieve the maximum efficiency and to reduce 
costs? There is no formula capable of general applica- 
tion because each situation calls for its own special 
solution. Our discussion must be confined to the 
approach that a given company may use in attacking 
its own problem. 


The Orthodox Approach 


A management seeking to appraise or to study its 
cost reducing opportunities might well consider these 
questions: 


(1) In its company what cost factors are the sig- 
nificant ones? 

(2) Which of the significant items are controllable? 

(3) How will an attempt to reduce costs in one 
direction affect the maintenance of balance 
throughout all phases of company operation? 


The first of these questions deals with the separation 
of the more significant cost factors from the less so that 
the main attention of management may be directed 
toward those management functions whose critical 
appraisal would yield the largest returns. To identify 
these significant items is preferable to an unthinking 
effort to exert pressure everywhere or to the blind 
copying of control measures found advantageous in 
other companies. 

Of course every company knows the breakdown of 
its cost dollar. Ordinarily the significance will be re- 
flected best by relative rather than absolute amounts. 
But even though the proportion of total cost be small, 
the absolute amount may be large enough to warrant 
attention, as in the case of a large bank’s expenditure 
for printed forms. What is not always recognized so 
clearly is the impact of each cost factor upon manage- 
ment activities. For example, a high percentage of 
labor cost makes labor relations and wage administra- 
tion of critical importance. Contrast the effect of a 
10% wage advance upon coal operators with a labor 
cost percentage of 65% and upon soap manufacturers 
with less than 10%. Obviously the lower the per- 
centage of labor cost the more easily can a company 
provide the expensive portions of an industrial rela- 
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tions program. A retirement plan costing 10% of 
payroll, or an extra week of ‘‘vacation with pay” 
costing 2% of payroll will be more or less burdensome 
depending upon this fundamental difference. More- 
over a high percentage of labor cost, if accompanied 
with the necessary volume, is an invitation to mecha- 
nize. And it is in such situations that wage-price 
relationships are all important. 

Similarly one might trace the impact of high raw 
material costs, like those found in meat packing, upon 
the need for effective purchasing and inventory con- 
trol. Not only will management place its procurement 
in strong hands, but install the necessary facilities to 
safeguard its inventories against deterioration, waste 
and shrinkages in either physical quantities or in 
dollars. 

It is when we come to fixed overhead that we en- 
counter the most interesting questions of policy. 
Before adding to it by investing in new machines, 
economy studies will be made to reveal the time neces- 
sary for the investment to be paid for by the savings 
at the anticipated volume. Once the plant or equip- 
ment is purchased, engineers will compute its load 
factor as a guide to selling and pricing policies that 
will fill in the off-peak periods. 

The accountants not to be outdone will report the 
extent to which the fixed overhead is absorbed. 
“Under absorption” is a challenge to the sales 
department; the larger the fixed overhead the more 
necessary is sales volume and a high unit contribution 
to fixed overhead and profit. For clarity of thinking, 
the profit objective of the company must be so stated 
as to recognize the close identity of fixed overhead and 
profit. Until the first is covered there is no profit. And 
so instead of loose talk about profit by lines, manage- 
ment should compute the contribution of each line 
to fixed overhead and profit. By contribution is meant 
the difference between selling price and variable cost. 
If high per unit, less physical volume is needed for a 
company to cover its fixed overhead and begin to 
earn a profit. The problem is to get a satisfactory 
combination of the number of units sold and the con- 
tribution per unit. If the latter is controlled by com- 
petition, as in pre-war hotel operation, a costly hotel 
must bend every effort to develop volume by securing 
conventions, and by direct mail campaigns. It is a 
case of adequate volume or financial reorganization. 

One must not close a discussion of cost significance 
without reference to distribution costs. The interest 
of society is great because, of the ultimate cost to the 
consumer, over one-half is marketing expense. The 
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consumer is interested in the aggregate of the selling 
costs at each stage of manufacture and distribution. 
Involved here is the fundamental question of how far 
the control over the flow of goods should be under a 
single management. Should vertical integration be 
substituted for specialization? In the cotton industry 
are to be found both the highly integrated Cannon 
Mills and the specialized British spinning mills that 
confine themselves to a few yarns only (i.e. a few 
counts). Control with its economies may be achieved 
by such integration but only by incurring risks. 

To a given company with a given degree of integra- 
tion, the problem still remains to decide upon the 
intensiveness and extensiveness of the sales activity 
and upon the relative advantage of advertising and 
salesmen. One need comment only that management 
research is less developed in this area than in produc- 
tion, and that distribution accounting is not always an 
adequate guide to the making of decisions. How often 
during the depression were salesmen pulled out of 
territories when their contribution to overhead would 
have covered the expense of keeping them in their 
territories. 


Extent of Controllability? 


But cost items that are significant are not always 
controllable. Some are like sponges squeezed dry; 
others are still full of water and need only to be 
squeezed to yield copious savings. 

The techniques for effecting such savings are varied 
indeed. Some have to do with the making of imme- 
diate cost reductions; others to the control of costs 
once they are reduced. Most important of all perhaps 
is attention to organization. The organization struc- 
ture should stress the clear delineation of responsibili- 
ties and the assignment of commensurate authorities. 
Only thus can the groundwork be laid for executives 
to make those changes in rigid, tradition-bound prac- 
tices that are needed to eliminate inefficiencies. But 
properly designed organization is obviously not 
enough without attention to staffing. There is no 
substitute for placing in each key position an indi- 
vidual whose ability and training match its require- 
ments. Given such an executive with an observant 
eye for waste and the determination to eliminate it, 
reduction of costs is well started. It is not something 
that can be left to the Lord to accomplish. 

If the activities are complicated, an executive, how- 
ever willing and vigorous, needs technical help. He will 
find it in the use of standards, both operating stand- 
ards and output standards. As Lansburgh and many 
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others have remarked, standards are the base line of 
management. Standards should represent the fruit of 
research and insofar as that research yields better 
products, materials, tools, and methods, it is a cost 
reducer. At least the research will reveal how savings 
are to be made and the resultant operating standards 
will provide the basis for the control that will bring 
them about. These operating standards in turn permit 
the establishment of output standards which are the 
yardsticks by which to measure performance. Stand- 
ards of both types are the first step in control because 
they indicate what ought to happen and thus make 
wastes apparent for all to see. They facilitate planning 
as well, because they permit reliable predictions to be 
made concerning the behavior of items that have been 
standardized. 

Standards thus make possible the whole series of 
aids to control that reduce waste: reports of worker 
efficiency; reports of material usage; reports of 
machine loads and of unabsorbed factory burden; 
reports of sales volume and selling expenses, and the 
coordinated budget for the enterprise as a whole. 


Maintenance of Balance 


These devices for testing the extent of control- 
lability of costs are by no means new. They are the 
warp and woof of industrial management. What is less 
clearly understood is the problem of reducing cost 
without disturbing the balance of the company’s 
operations. The intricate relations between volume 
and income, and volume and costs need clear por- 
trayal if efforts to reduce cost are not to injure the 
company as a whole. Pennywise and pound foolish is 
an old phrasing of the danger. The relationships to 
which we refer are customarily pictured by a break- 
even chart, which is without doubt the most revealing 
single business record that an executive may study. 
It is a graphic picture of the relation of a company’s 
income and outgo to its volume. It reveals how much 
a saving in material, labor, or fixed overhead would 
add to profit; the relative advantage of seeking cost 
decrease as against volume increase; and how much 
additional volume would be required to offset a cer- 
tain reduction in unit price. This overall approach 
enables the management to begin a comprehensive 
survey of cost reduction possibilities with a definite 
profit objective in mind. The breakeven chart makes 
clear that to achieve a given profit in dollars a certain 
combination of volume, unit price and unit cost must 
be achieved. 

Though the profit goal may be stated as a certain 
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amount of annual profit, it is more useful to define the 
goal as a certain ‘“‘contribution to the fixed overhead 
and profit” of the enterprise. Unless the former is 
covered there will be no profit. This concept of con- 
tribution (or as sometimes called marginal income)? 
is for a given unit the difference between its selling 
price and its variable cost; for a line of product, the 
difference between its aggregate income and its total 
variable cost for a given volume; for the company as 
a whole the difference between its gross income and 
the total variable cost for a given volume. If the sell- 
ing price per ton of steel averaged $77 and the total 
variable cost $55, the contribution per ton toward the 
fixed overhead and the profit of the company would 
be $22. If the fixed overhead totalled $182,000,000, 
then over 8,000,000 tons must be marketed for the 
contribution of $22 per ton to cover the fixed over- 
head, and to “ break even.”’ 

The breakeven chart has by now given birth to 
several offspring, some more helpful than others. All 
show their kinship to the parent by showing the im- 
pact of changing volume and all these charts use 
volume in units as baseline. There are charts showing 
the relation of profit (or loss) to volumes above and 
below the breakeven point for the company; charts 
showing how the contribution to fixed overhead and 
profit varied with volume; charts showing how this 
contribution is affected by changes in selling price or 
variable cost; charts showing how the breakeven point 
is influenced by changes in fixed expense, selling prices 
and variable costs; and finally this same information 
portrayed on a per unit basis. 

Without such a comprehensive analysis, a top 
management can scarcely hope to direct its cost reduc- 
tion campaign with intelligence. The breakeven chart 
and its offspring have therefore been mentioned as 
devices for maintaining perspective and a sense of 
proportion. Perhaps no aspect of management is more 
fundamental than this one. A widespread human 
frailty is to attend to those things in which the man- 
agement is interested without regard to the effect on 
the company’s total situation. There is no task with 
more claim on the attention of top management than 
the maintenance of balance among all activities of 
the business. 


The Emphasis Needed at Present 
Except as we have stressed the necessity for main- 
taining balance between the drive for volume and the 


2S. A. Peck, The Managerial Aspect of Controls, N.A.C.A. Bulletin, 
December 15, 1938. 
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drive to reduce costs, the foregoing discussion of 
the orthodox approach may be more appropriate tothe 
squeezing of costs. The orthodox approach may be 
more appropriate to a period of business contraction 
than to the period of expansion that apparently lies 
ahead. My point is that it is now time to shift the 
emphasis from penny-pinching to volume-getting. 

A timorous business policy may prove to be like a 
New England conscience; not strong enough to keep 
you from wrong but just strong enough to keep you 
from enjoying it. 

It is not that laxity of control should be permitted, 
with its resultant wastes, but rather that top manage- 
ment should direct its attention primarily to the 
securing of volume. What is needed for the world as 
well as for the social and economic health of this 
country is a high volume of sales leading to a high 
volume of production thus increasing job opportuni- 
ties and decreasing overhead costs. To expand and 
sustain volume calls for imagination in designing new 
products, and market research to bring about effective 
distribution. Traditional production control should 
be linked to the reduction of idle machine time by 
appropriate production research and sales effort. New 
materials, new processes and new machines should be 
used to the full so that quality may be improved and 
price reductions made possible. Methods research 
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needs to be linked with the extension of those policies 
and devices that motivate employees to work at their 
best. War time waste of materials and labor need to 
be corrected as an offset to the loss of volume with the 
termination of government orders. But it is not 
enough to stop with the tightening of controls over 
waste. Management should take this problem in its 
stride and then apply its most imaginative thinking 
to research, marketing, and personnel emphases con- 
sistent with a period of business expansion. 

This means that in high wage industries that also 
have a high percentage of labor costs, production 
executives should be exploring every avenue that will 
improve supervision, increase mechanization, improve 
production methods, and increase the use of incen- 
tives, both financial and non-financial. The employees 
of such industries must in turn understand that high 
wages may reduce employment opportunities unless 
employees and executives create a climate of opinion 
that will make it possible to drive costs downward. 
Both must collaborate to reduce costs so that the 
company may remain competitive, and top manage- 
ment must simultaneously take the steps necessary 
to increase volume. Mere retrenchment is the low 
road that leads to unemployment and distress; vol- 
ume plus efficiency, the high road that leads to better 
living. 


Mark Your Calendar 
TIME STUDY AND METHODS CONFERENCE 
April 26-27, 1946 
Hore, Pennsy_vANiA, New York City 


A strictly technical conference for the practicing Industrial Engineer. 


A National Conference of The Society for the Advancement of 
Management, with the collaboration of the Management Division, ASME 


Make your Hotel and Travel Reservations Now 
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Labor’s Wage Policy in our Transitional 
Controlled Price Economy 


By SOLOMON BARKIN 
Director of Research, Textile Workers Union of America 


HE present price controls provide flexible limits 

within which we are shaping our post-war 

economy. We hope that it means resistance to 
price increases; pressure for a more equitable distri- 
bution of industry’s gains; and a stimulus to greater 
economic efficiency. It must become a tool for the 
development of a progressive, balanced economy. We 
cannot tolerate recurrent business depressions and 
the under-employment of our manpower and re- 
sources with their attendant human and material 
costs. The war has taught us that we can attain new 
levels of general well-being. Still higher levels can be 
shared in peace. Price controls must serve these 
broader objectives of assuring all Americans economic 
security, prosperity, status and opportunity. 

Other democratic countries are deliberately shaping 
their destinies in the direction of balanced expansion. 
We must review our past and lay out new roads. Our 
policies have favored expansion but the costs were 
excessive. We cannot repeat these costly trials since 
the rest of the world is sensitively integrated with our 
own economy. We are pressing for even more intimate 
interdependence. Uninterrupted expansion of our 
economy, a rising standard of living, and a balanced 
price structure are vital and indispensable. 

Labor’s current wage program is an essential part 
of any program for a progressive and stable economic 
society. Unfortunately, our industrial autocrats seized 
the present differences on wages both to test labor’s 
strength and to prevent new lines of economic policy 
being pursued. The outcome of the present trial is as 
serious to our national welfare and to the development 
of world policy as the disposition of atomic power. 
Unless we can break sufficiently with the past to 
develop new policies which will prevent wide business 
fluctuations, we shall both injure ourselves and the 
cause of world peace. 

Business depressions never were and will never be 
considered as mere economic experiences. They de- 
stroy faith and confidence in the social fabric. They 


1An address before The Society for the Advancement of Management, 
December 1, 1945, Waldorf-Astoria, New York. 
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induce social unrest. They provoke revolutions and 
reaction. We must, therefore, prevent them by every 
means possible. 


Reconversion Planning for Labor? 


Labor’s wage policy has been frequently presented 
and we shall merely summarize it. The wage stabiliza- 
tion policy interrupted the worker’s steady rise in 
rates and his participation in management’s profits. 
Reconversion cut the workers’ actual take-home pay 
and is forcing workers to take lower rated jobs. The 
rise in the cost of living has reduced real wages. Rates 
and earnings are substandard in many industries. 
Great technological advances during recent years 
have been made without permitting labor to share in 
them. Organized labor foresaw these developments 
before the termination of the war and urged a post- 
war wage program to prevent dangerous depressions 
in earnings and the contraction in our national income, 
but the government refused to act. When it partially 
released its controls on wages, organized labor seized 
on this new signal to correct the obsolete wage and 
national income balance. It immediately demanded 
wage increases to maintain workers’ earnings, and the 
national income, and to eliminate substandard wage 
levels. 

Management has reacted variously to this program. 
Thousands of employers in numerous industries acted 
favorably and voluntarily granted increases. The 
overwhelming number of them neither asked nor 
secured price increases. Unfortunately a number of 
leading American corporations in the semi-monopolis- 
tic industries have chosen this occasion to challenge 
organized labor, resist reconversion at present price 
levels, and curb this general wage movement. They 
refuse to share the responsibility of evolving a pro- 
gressive, balanced economy. Reassured by their own 
financial powers of resistance, reinforced by favorable 
tax laws and their opportunities for sabotaging recon- 
version without easy public discernment, they have 
precipitated this conflict, hoping thereby to weaken 
unions and gain price increases. 
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A New Wage-price Pattern 


The importance of the present conflict in the field of 
economic policy lies in the desire to introduce a new 
course in wage-price relationships. The customary 
sequence in this country has been for wages to rise 
toward the end of a business upswing and for wages 
to drop early in a business recession. This pattern has 
been repeated for more than a century. The first break 
occurred during the NRA. The wage increases were 
hastened and granted early in the business expansion 
and in some few instances in anticipation of the rise in 
business. The second important event occurred in 
1938 when wage reductions were generally stopped 
in the face of a depression and price reductions. At 
present wage increases are being secured prior to the 
realization of the expanded civilian business because 
of the generous price margins, the anticipated high 
volume of business, and the recognition of the sound- 
ness of this course to sustain business prosperity. 

This program is safe, sound, and practicable. 
Thousands of employers have agreed to it. Even the 
General Motors Corporation has accepted it by its 
offer of a ten percent increase. Organized labor is seek- 
ing the maximum increase possible in the present cost 
relationships believing that it will contribute to a 
sounder economic America. The last executive order 
on price relief for companies granting voluntary wage 
increases, furnished an ultimate guarantee that this 
policy can be safely tested. However, the industrial 
magnates have other purposes in mind. 

Much has still to be learned by the American public 
on the relation of wages, costs, and prices. The rela- 
tionship is never fixed. Prices are not necessarily 
governed by cost. Much of American industry is 
subject to forms of limited competition so that prices 
and production quotas are set to maximize profits 
with the lowest effort. The TNEC reported that “‘cost 
was in reality a point of departure, its influence de- 
pending on the degree of independence that each 
company had in fixing prices or the nature of competi- 
tion it faced, the control it could exercise over its 
costs and the attitude of its executives toward 
pricing.’’? 

Moreover, profit margins vary widely among indus- 
tries. On the other hand wages constitute no fixed 
proportion of the sales dollar, as a 1940 survey by the 
Federation Trade Commission showed. The percent- 
age wages constituted of the sales dollar ranged from 
8 to 40 percent among some 84 industries. The ability 


* TNEC monograph 5, p. xi. 
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of industries to absorb wage increases varies. Under 
present circumstances, many can absorb them with- 
out affecting prices. Such a program will have salutary 
effects on our national economy. It will promote a 
balanced economy, and prepare the way for still 
higher wages and lower prices. 

Further support for this policy is derived from our 
experience that higher wages will support a higher 
volume demand for goods and thereby reduce costs. 
A significant fact observed during the war is that 
profits expanded despite declining unit profit mar- 
gins. Peak volume can do more to reduce costs than 
any other factor of cost. High consumer demand must 
be sustained to replace the volume provided by the 
government’s expenditures. An investment by indus- 
try in high wages must be the cornerstone of a post- 
war wage-price policy. 


The Issue of the Rate of Operations 


Companies which are challenging labor’s program 
are selling America short. They are planning on a 
severe contraction in demand. They are calculating 
costs on low operating rates and therefore fear high 
wages as part of such low operating conditions. This 
attitude has been hidden from the public because 
these managements are withholding their business 
data. Nevertheless, all evidence points to this con- 
clusion. First, American industry always operated on 
low break even points. We were all astonished by our 
capacity to produce. Second, the recent War Produc- 
tion Board Survey of 64 industries with potential 
sales of $10 billion, indicates an average operating 
break even rate for these industries of 52 percent of 
capacity, and a range of 20 to 90 percent. The esti- 
mates of break even points were most generously 
made, as they were prepared by the managements for 
the purpose of securing authorizations for expansion. 
Third, recent surveys made by the Office of Price 
Administration show the break even points in 1943 for 
the steel industry with wage conditions and prices of 
that year as 52 percent and the break even point for 
the automobile industry as less than 10 percent of 
capacity. 

The principal determinant of cost and profits in 
most American industries is not really labor cost, but 
volume. The major consideration must therefore be 
the maintenance of a ready purchasing power to 
insure volume. Capacity operation reduces costs and 
increases the ability to pay wages. High returns to 
management are assured and all at lower prices for the 
consumer. It is the only sound principle on which our 
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economy can be operated. The present controversy on 
wages has projected to the fore the issue of the rate of 
operations. High operating rates must be the basis for 
all calculations; there is no risk in making this 
assumption. 

High wages insure mass purchasing power and 
assure the availability of the labor needed for capacity 
operations. One of the greatest deterrents to labor 
mobility at present is the tremendous number of open 
jobs with lower wages. The United States Employ- 
ment Service as a result of a survey found that the 
average hourly rates of open jobs range from 37 to 48 
percent below the rate last earned by men and 43 to 
52 percent below the rate last earned by women. 
Servicemen have been disillusioned by the rates 
offered them. They have become somewhat cynical 
about our newspaper services which had given them 
inflated ideas about wartime earnings. These wage 
reductions deter reemployment and capacity opera- 
tions. During the war high rates provided the stimulus 
for the redistribution of labor. They can provide the 
incentive for greater mobility of workers in peacetime 
occupations. 

High wages reduce cost by providing the basis for 
volume operations. They permit the easy transference 
of custom made articles to mass production basis, 
and its attendant reductions in cost. They permit 
the diffusion of cost over a large volume of items. 

Our belief in the ability of industry to absorb these 
costs is strengthened by the impending increases in 
productivity. Reconversion will mean higher man- 
hour output in all industries. During the war great 
strides were made despite the use of the less efficient 
workers, high labor turnover, new methods, changing 
products, long hours, insecure living conditions, and 
unfavorable personal circumstances. The reversal of 
these conditions if accompanied by adequate wages 
and security will immediately be reflected in higher 
man-hour output. The forty-hour worker is always 
more productive than the fifty and sixty-hour worker. 
The stable worker in his prime is a better producer 
than those previously employed. The satisfied worker 
always outdoes the disgruntled one who is not ade- 
quately fed or who is distraught by poverty. The 
return of peace means the continuance of improve- 
ments made during the war, the introduction of new 
ideas and equipment and the reorganization of plants, 
lay-outs, methods and machines. It is probably con- 
servative to merely quote the forecasts of the Bureau 
of Labor Statistics that we can expect at least a repeti- 
tion of the experience of the last war, a ten percent per 
annum increase in productivity. 
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Moreover, wage increases provide constructive 
stimulation not only to individual plant economics 
but to improvements in the organization of industries. 
They have frequently led to the reorganization of the 
relationships within an industry so that wasteful 
duplication of services is eliminated and excessive 
handling of products is reduced. Those structural 
changes portend sizable long term savings. Possibly 
it may produce these savings in distribution costs 
which we seek. 

Freely granted and negotiated wages can also serve 
as a basis for improved labor relations and the founda- 
tion for labor-management cooperation. During the 
war labor-management committees produced great 
savings. With constructive industrial relations they 
can be continued profitably during the peace. 

Costs in industry are not fixed. Only a dynamic 
conception of the ever changing relationships within 
industry can furnish us a clue to the ability of indus- 
try to pay. Management has always proven itself to 
be resilient and resourceful. It provides the faith on 
which we base our expectations for ever rising stand- 
ards of living. The denial of wage increases at this 
juncture is merely a confession of an individual 
employer that he no longer believes in the very system 
of progressive enterprise which he urges. 

Further, high wages produce a stable work force. 
Labor turnover costs, including training and other 
well-known elements chargeable to labor turnover, 
have been extremely high. Any move to reduce 
this cost through the greater satisfaction that high 
wages bring will result in lower labor costs in the 
long run. 

There are two additional considerations which sup- 
port our requests for wage increases. They have been 
pointed out on numerous occasions and are measur- 
able. In the first place, there are the direct labor 
savings due to the reduction in overtime pay, high 
vacation pay, downgrading, and the elimination or 
contraction of incentive wage yields. In the second 
place, there are the generous margins contained in the 
present price structure which produced profits of $25 
billion in 1944 for corporate business, and $24 billion 
for unincorporated business. 

These facts certainly support the proposed wage 
increases. An impressive number have already granted 
these increases without asking for price relief. The real 
concern is that the wage increases will not be suffi- 
ciently large to change markedly the proportion of 
labor income to the total national income. The off- 
setting considerations of lower unit costs through large 
volume, higher productivity, and reduced operating 
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costs, may permit management to effect the increase 
and maintain their high profits and proportion of the 
total national income. 


In the Public Interest 


We must increase the relative as well as the absolute 
proportion of labor income in the total national in- 
come in order to balance our economy. The 62 percent 
which wages and salaries constituted of the national 
income must be measurably expanded to reduce the 
gap in our national economic budget between income 
on the one hand and expenditures and investment on 
the other. The insistence on the maintenance of prices 
with a concurrent increase in wages may affect an 
increase in the relative proportion of the national 
income received by labor. We must advance toward 
this goal through collective bargaining so that we 
shall not have to resort to governmental expenditures 
to supplement incomes or industrial enterprise. We 
cannot move fast enough in our efforts to complete 
the present wage movement and maintain the buying 
power of the American people. 

Instead of condemning labor organizations for 
initiating this present wage movement, organized 
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labor deserves the approval of all forward-looking 
Americans. No other group has come forward with a 
sound base for a post-war free economy or a program 
more in consonance with the national interest. If 
anything, we must begin thinking of the next move- 
ment for additional wage increases and inaugurate it 
at the earliest possible moment. Instead of compromis- 
ing with the present proposals we must consider them 
most conservative since a full balance of our economy 
requires a much greater rise in earnings. Some have 
even considered a fifty percent increase in buying 
power as a proper measure of the job which is ahead of 
us in order to attain a full balance through the wage bill. 

The demands of a progressive, expanding, stable 
economy are pressing. We cannot delay them for long. 
Any continuance of the prevailing maldistribution of 
income brings earlier the day of our economic debacle 
and extreme governmental intervention. The time 
we buy depends upon the success of the wage move- 
ments in righting the gap in our economy between 
income and expenditures and investment. Manage- 
ment should join with labor in this program of rising 
wages and controlled prices to promote an expanding, 
stable, free economy. 


Top Management’s Responsibility for Industrial Relations 
(Continued from page 12) 


trial relations, not credit for bright ideas. Credit 
always comes if the end results are good. 
' In addition to printed material, it is of course 
desirable to have line management attend discussions 
or conferences such as this. Finding out by personal 
contact that the other fellow, perhaps the competitor, 
believes in certain programs is very helpful in broad- 
ening the viewpoint of any executive. 

Briefly, the foregoing is intended to outline some 


of the problems which top management, including 
industrial relations people, have with regard to indus- 
trial relations programs. I am reminded of a statement 
I heard by a speaker the other day which I think also 
applies here. After outlining the problems which he 
foresaw in the postwar world he ended up by saying, 
‘*There is no one but us to solve them,” and it is my 
thought that you and I are the ones who must solve 
the industrial relations problems. 


Comment 
(Continued from page 1) 


insofar as what the company wants is broadly defen- 
sible, the more employees can be given an intelligent 
understanding of this, the more they are likely to 
evince interest and agree to agree? 

Have not all procedures in American companies 
to date which have had to do with true profit-sharing 
plans, with well conceived employee stock purchase 
plans, with efforts at guaranteed wages and regular- 
ized employment,—have not all these actually made 
available to employees a body of knowledge far 
beyond that conventionally thought necessary in 
old-line collective bargaining? 


Perhaps it is in the effort to meet the answers to 
such questions as these that the whole problem of 
management prerogatives may be more intelligently 
resolved. Admittedly everything would depend upon 
the strategies of the way the details of new procedure 
were carried out. But once basic principles are 
acknowledged to be valid, the question of the wise 
ways to give them effect becomes then only a problem 
of the science and art of management, and not an 
issue for contention between organized labor, organ- 
ized management, government and the public. 
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How to Achieve Full Labor-Management 


Cooperation’ 


By CLINTON S$. GOLDEN 
Assistant to the President, United Steelworkers of America 


maximum degree of constructive cooperation 

between management and labor results in a 
large measure from certain concepts of rights and 
relationships, functions and responsibilities that are 
deeply rooted in our past industrial history. 

Looking forward from today it is safe to assert that 
the greatest impediment to maximum cooperation is 
the fear in the minds of many that the future may be 
not unlike the past in many respects. Specifically this 
means fear of job insecurity; fear that management 
will attempt to destroy the unions now that the labor 
supply picture has changed from scarcity to surplus. 

But it is well to point out that lack of cooperation is 
not universal. There are undoubtedly an increasing 
number of firms and unions who are learning to live 
and work together harmoniously. Unfortunately these 
are the ones we hear and know least about. News of 
strikes and stoppages are featured in the newspapers 
and over the radio to the extent that the reading and 
listening public becomes convinced that such evi- 
dences of conflict are typical rather than exceptional. 

But even if some firms and unions have learned to 
live and work together without conflict it does not 
necessarily imply that they are working together 
cooperatively. Absence of conflict in relationships 
between labor and management may serve not to 
impede production but it by no means implies the 
existence of teamwork and genuine cooperation be- 
tween the parties. 

I dare say future historians having the benefit of 
hindsight will describe the present period as one of 
transition from competitive struggle to cooperative 
endeavor. 


()'=: inability up to the present to achieve a 


Competitive Struggle vs. Teamwork 


We have pretty much discarded the old concept of 
master and servant relationship but we have not 
developed fully the realization that we should all be 
partners in a great common effort directed toward 


* An address before The Society for the Advancement of Management, 
December 1, 1945, Waldorf-Astoria, New York. 
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increasing the well-being of all the people. Competi- 
tive struggle for physical survival is not compatible 
with the development of a consciousness of social 
responsibility. 

We witnessed the victory of the forces of freedom 
and human decency over those of dictatorship and 
barbarism when millions of men fought together. Their 
victory was assured when other millions of men and 
women worked together dn the homefront to provide 
them with the required weapons and supplies while 
at the same time taking care of reasonable civilian 
requirements. 

If for the purpose of achieving victory in’a global 
war, we could by teamwork produce a national in- 
come in excess of 160 billion dollars in 1944, can we not 
by peace time team work do as well or better? We 
can be certain that the great mass of our people will 
not permit too much temporizing with this question 
because of its relation to full employment opportunity. 

The bloody and destructive sacrifices of war cry out 
for justification in terms of a better and more humane 
social order. 

A growing and expanding labor movement has made 
articulate the voices of millions of our nations’ 
workers. They do not relish conflict. They want to 
work—to create, not destroy. At the same time they 
seek recognition and an enlarged sense of participa- 
tion. They want to be known by their names rather 
than by numbers arbitrarily assigned them. 

Does the fulfillment of these human and natural 
desires necessitate unremitting and irreconcilable 
conflict? I think not because I have seen instances 
where conflict disappeared under the impact of coop- 
erative endeavor. What has been accomplished by 
some, can with profit be achieved by many. 

I come in contact with an increasing number of 
industrial and management executives. And I per- 
ceive a profound change in their attitudes and expres- 
sions if I compare them with those they were giving 
expression to ten years ago. Then, many of these same 
executives were literally afraid of unions. And many 
of their employees were just as fearful of their manage- 
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ment executives and supervisors. The executives tried 
to rationalize their fear by stating that the movement 
of workers away from the old company unions and 
toward the CIO was a “‘rapidly passing phenomenon.”’ 
They predicted an early collapse to industrial union- 
ism because the Knights of Labor and the IWW failed 
and disappeared. 

Back in those days less than a decade ago some 
executives said privately and others proclaimed 
publicly that they ‘‘ would never sign a contract with a 
union.’”’ Well ‘‘never” is a long, long time. Most of 
these same executives have signed not one but several 
successive contracts with unions. Increasingly they 
are coming to accept unions as just as legitimate 
institutions in our modern society as the business and 
industrial corporations or organizations with which 
they are identified. 

Some even go so far as to say that unions are indis- 
pensable to the successful conduct of their enterprises. 
Those who take that position have discovered some- 
thing new and precious in the art of human relation- 
ships. They have discovered a community of interest, 
they have experienced the vast contrast between 
competitive struggle and cooperative endeavor. They 
no longer engage in interminable and inconclusive 
discussions about the ‘‘rights’’ of management and 
the “rights” of labor. They are inspired and stimu- 
lated by the wider areas of services to their fellow 
citizens which the discovery of common interests 
opened up before them. 


A Case in Point 


A short time ago the president of a small manu- 
facturing concern came to our International Union 
office in Pittsburgh to tell us how happy he is over 
the relationship with our Union. It was not always so 
pleasant. 

The concern which he heads is not so large that it is 
impossible for the president to know each employee 
personally. Nevertheless the firm operated on a 
strictly unilateral basis. Managers managed. The 
employees were hired to work—not to think. Presum- 
ably they did a satisfactory day’s work for what was 
considered a fair wage. The Company was in a fairly 
prosperous condition and had made good profits for 
the preceding twelve or fifteen years in which there 
had been no union organization among the employees. 

Management had all the responsibility and author- 
ity it wanted. It could alone and without ‘‘interfer- 
ence’’ run the business. The workers took no particular 
interest in their work other than to do enough to hold 
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their jobs. Management could do all the worrying 
about competition, markets, costs, quality, com- 
munity relationships, taxes, profits, etc. That was 
their business. 

The workers’ life and problems in the plant were 
simple. They wanted as much pay as they could get 
for their work. That was their business. Beyond that 
they did not feel any particular responsibilities be- 
cause they were not encouraged to feel that they were 
participants in a creative process or undertaking. The 
business belonged to the owners—and the manage- 
ment. The employees were just ‘‘hired hands.” 

Then they decided to organize and form a union. 
Not that the employer was difficult to get along 
with. Rather there was something missing in their 
lives. Getting together in meetings away from the shop 
where they worked, managing their own affairs, com- 
ing into contact with other organized workers pro- 
vided a means of expression and a source of stimulation 
they had not previously experienced. 

They began to feel that they were something more 
than hired hands. A sense of belonging, of being 
important, a sense of citizenship began to develop 
among them. Even though they lived in a small and 
rather isolated community and worked in a small 
enterprise they had never previously felt they had 
any particular or significant part in a larger enterprise 
—our national economy. 

But the new contacts and associations that grew 
out of membership in a union began to make them 
aware of their relation to other workers, to industry 
in general, to the effect of government policies and 
legislation upon their employment and their lives. 

The formation of a union and the presentation of 
demands or proposals for a union agreement had a 
sharp impact upon the management. One more prob- 
lem was provided for those who had the sole responsi- 
bility for managing. Fortunately the president of the 
company was a resourceful man. To him a problem 
was something to solve—not to cast aside or ignore. 
He decided that something valuable could be dis- 
covered in an organization of his employees. Here was 
a means to enlist their interest as a group in the welfare 
of the enterprise that provided employment. 


Developing Community of Interest 


As unorganized individuals he had not seen, largely 
because his enterprise was small, any value in spending 
his time enlisting the interest of each individual 
beyond the point of doing his work reasonably well. 
He therefore welcomed the idea of a union and signed 
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a contract. In addition to the usual committees, a 
Union Production Committee was created by mutual 
agreement. To this group he unfolded and explained 
his problems—those of management. He provided 
data regarding output, labor costs, competition, 
quality, etc. 

What had previously been treated as solely the con- 
cern of management and therefore mysterious in a 
way to the employees—became for the first time, 
the subjects of discussion with and concern to the 
employees. 

As the Production Committee became familiar with 
the broader requirements of production, quality and 
sales, the members were depended upon in their own 
way to pass this information on to their fellow union 
members in order to enlist their interest and secure 
their help in solving these problems. Thus a broader 
sense of responsibility began to take form in the minds 
of the employees. 

The intelligent solution of problems of competition 
were related to labor costs, quality and quantity of 
output. These in turn were related to the amount of 
employment, hours of work, hourly wage rates and 
take home pay. A community of interest began to 
develop. As the employees began to learn more about 
the business and the larger and more significant part 
they individually and collectively played in relation 
to its success or failure, output began to increase. Ina 
few months it had increased to the point that previous 
cost calculations began to lose meaning and much of 
their previous significance. 

If this small measure of cooperative endeavor, the 
company president reasoned, had so notably increased 
the volume of output, what might be expected to 
happen if a plan was jointly developed with the union 
designed to suitably reward the workers for the in- 
creased contribution on their part? 

Instead of an involved bonus, piece work or incen- 
tive plan being instituted, what amounts to a simple 
profit sharing scheme was jointly developed with the 
union. The aid of production experts, accountants and 
statisticians employed by the International Union was 
enlisted which by the way enhanced the confidence of 
the workers in their own union, and in the good faith 
and sincerity of the management as well, by its indi- 
cated willingness to have this aid. 

In this particular concern, prices of the product as 
well as guaranteed or base hourly labor rates have been 
stable since 1942. It is therefore possible to use the 
ratio of sales value of production (the value of items 
actually produced) to labor cost as the factor to deter- 
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mine profit for sharing. In 1942 the sales value of pro- 
duction was 2.77 times labor cost, and by mutual 
agreement, this ratio is used as the base. For each 1% 
increase in the ratio, each employee receives 1% of his 
base earnings monthly. No employee under any cir- 
cumstances is to receive less than his base salary or 
guaranteed hourly rate for the time worked. 

From January 1945 through October of the same 
year the bonus or share of the profits accruing to the 
workers has ranged from 6.5 to 76.8 on their base 
salary or guaranteed hourly rates with an average for 
the ten months of 39.0%. 


Some Measurable Results 


Since this program has been in operation almost 
unbelievable results have been achieved. Profits have 
more than doubled over any previous year with no 
appreciable increase in man hours. 

There are few if any grievances. The employees have 
no fear that management is trying to destroy their 
union. Management accepts the union as an integral 
part of the enterprise. Each employee together with 
his fellow workers thinks of their individual and col- 
lective relationships as being that of partners in a 
joint enterprise rather than as master and servants. 

All are concerned with the success and permanence 
of the enterprise. The fear of competition with other 
firms has been removed. Production is greatly in- 


creased and unit costs are proportionately lower. Base 


hourly labor rates are the highest in the industry in 
which there are 200 competitors. Waste is negligible 
and quality is high. 

There is no competition or conflict between workers 
trying to get more wages for less work and manage- 


ment striving to reduce costs at the expense of its 


employees. Instead there is a genuinely cooperative 
endeavor based upon mutual recognition of the prob-. 


lems of each and the oneness of the enterprise. Sub-: 


stance has been given to the slogans about producing 
more in order to have more. 


A Sound Basis for Cooperation 


All this did not come about as the result of applying 
some magic formula. Rather it grew from a recogni- 
tion by management that workers had the same right 
to associate together in a union that the stockholders 
had to form a corporation. Instead of quarreling about 
respective rights and responsibilities, workers and 
management succeeded in discovering their larger 
joint responsibilities. There is mutual respect, con- 
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fidence and trustfulness without which men cannot 
and will not put forth the best that each possesses. 

It is the sound relationship, not the specific plan 
itself, that has brought constructive results. With this 
relationship, many other types of plans might be 
equally successful. Without mutual confidence and 
full democratic participation by the workers through 
their union, the very same formula would be of little 
value. As you probably know, the labor movement has 
on the whole been very doubtful about profit-sharing 
schemes because they have usually been applied 
paternalistically and have brought relatively small 
gains as compared with the dangers involved. I am 
not suggesting that any single plan or agreement will 
lead organized labor to abandon this traditional dis- 
trust. Rather I am trying to demonstrate the im- 
proved relationship and the potential increase in 
output that come from genuinely cooperative en- 
deavor where labor has full access to information on 
the company’s problems and real participation in 
seeking solutions. 


In Conclusion 


Today there are millions of our citizens who have 
suffered reductions in take home pay as a result of 
reduced hours of work, downgrading, etc. It is esti- 
mated that the effect of this will total 35 billion dollars 
during the next year. Deflationary forces are at work. 
Many recall what happened following the end of 
World War I. 

In the period intervening between two world wars 
our nation suffered from the greatest boom and the 
worst depression in our history. No rational person 
wants to repeat those experiences. Most workers and 
many others believe high wage standards are a neces- 
sary prerequisite to full employment. There is a 
widely prevalent conviction that the war developed 
technology and ‘‘know how” applied to peace- 
time production can well result in vastly increased 
production. 

If we are really sincere in our desire to achieve the 
fullest measure of cooperation between labor and 
management and thereby undertake to improve living 
standards for all, there are certain steps that can be 
taken at once. 

First management could well afford to lend its 
active support to the Full Employment Bill now before 
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Congress. In doing so it could undoubtedly recapture 
some of the confidence of both workers and the public 
that it has lost as a result of its hostile and negative 
attitude toward labor organizations and progressive 
legislation. 

If for no other reason management ought to give 
support to this particular legislation because of two 
features of the bill. One is the provision that the 
President shall consult with industry and other groups 
with regard to the preparation of the National Budget, 
and for this purpose shall establish such advisory 
boards as he may deem desirable. The second is that 
the program as set forth shall ‘stimulate, encourage, 
and assist private enterprises.’’ Federal investment 
and expenditure are to supplement, not replace 
private activities and necessary construction work is 
to be carried on by business enterprises. 

In this connection I am certain that all thoughtful 
people in the labor movement are grateful for the 
efforts of the National Planning Association and the 
Committee for Economic Development to focus public 
attention upon the conditions that are prerequisites 
to full employment. 

We believe that the economists and technicians of 
the National Planning Association and the Commit- 
tee for Economic Development, together with others, 
from the labor organizations, industry and govern- 
ment, should be placed together in a standing com- 
mission to study also the causes and remedies for 
economic insecurity both in their theoretical aspects 
and in terms of the concrete problems of any given 
time. 

Management’s taking an affirmative position in 
support of the Full Employment bill and joining with 
labor in accepting the proposition that full and stable 
production is in the interest of all Americans and the 
special joint responsibility of labor and management 
would go far to create a climate conducive to genuine 
cooperative endeavor. 

As the security and permanence of labor organiza- 
tions become established in the wage earner-members 
minds, the unions more readily acknowledge the 
relationship between productivity and wages. At the 
same time and as a result of practical experience they 
insist that a genuinely cooperative relationship with 
management is the primary requirement for increased 
productivity. 
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The Human Side of Collective Bargaining 


By JAMES I. ELLMANN 
Ellmann & Rosin, Detroit, Michigan 


stantial increase in collective bargaining. Aided 

by the Wagner and the War Labor Disputes Act 
during the war, unions have been brought into plants 
where they have never been before. Labor’s organiza- 
tional stage has drawn to a close. Labor relations have 
passed into a new stage where day by day collective 
bargaining involves not problems of recognition alone, 
but of effective operation of the industrial machine. 
In some instances the old rivalries take on new as- 
pects; in others, the old antagonisms have been dis- 
sipated. But in all cases new problems have arisen 
which press for revised and circumspect solutions. 

If we are not to degenerate into an era of unpre- 
cedented conflict, we must continue to work out 
techniques for handling these issues. Up to now much 
of collective bargaining has been done by labor with 
the idea that to achieve its ends while it can, it must 
assert all of its newly won power as quickly as possible. 
Industry has thought that it must suffer its fate until 
it is strong enough and organized enough to kick the 
unions out. There has been altogether too little atten- 
tion to the constructive side of the phenomena which 
have come to permeate industrial life since 1935. 

In many ways we know a great deal about collective 
bargaining. The courts have defined the objective 
legal requirements of bargaining in good faith, inter- 
preted labor contracts and methods of enforcement. 
Legislation controlling phases of the relationship (like 
the Norris-LaGuardia Act on Injunctions) has been 
passed, and more may be expected. During the war 
government has frequently compelled agreements to 
be consummated. At the same time we are only slowly 
coming to appreciate some of the human factors 
involved in every relationship of this sort and to 
acquire the know-how in settlement of controversies 
in this new age. 


‘¥ the last decade we have witnessed the most sub- 


Some New Factors 


Some distinct factors have entered the scene. How 
can they be understood and handled? 

First, we have labor bargaining committees by 
various names, representing the rank and file of the 
plant. Such spokesmen are generally no better than 
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the men they represent. They consist of all types of 
personalities, race, creed and social circumstances. 
Labor’s committees are too often entirely unskilled ‘in 
the political action involved in many a negotiation, 
often unenlightened even as to the basic economics of 
the particular industry, unsympathetic with the 
problems of management. Yet such committee mem- 
bers must produce results to enjoy continued favor 
with the members who elect them to the jobs they 
hold. This causes the committee to become aggressive, 
officious and irritating to management. 

Second, there is labor’s desire for recognition and a 
place in the sun, close to management itself. 

There is the element of individual pride and social 
position of members generally and especially of com- 
mittee heads; they desire to shine among their asso- 
ciates. There is always the ambition of improving 
one’s rank in the plant among the employees and 
management too. Above all, there is the strong urge 
for action and performance. Annoying as this may be, 
it is unwise to thwart such normal human emotions; 
instead, they should be canalized for the mutual good 
of management and the union. 

And many of the factors involved with management 
are not entirely dissimilar. But first of all, manage- 
ment must attempt at any cost of time, effort, and 
financial resources to understand the motivation for 
action on the part of committeemen and the general 
men in the plant. Management must harmonize these 
with its own objectives insofar as possible. For all this 
management necessarily has a somewhat greater 
responsibility because of its greater experience and 
resources. Then, too, it has the power and ability to 
start and stop production at will. 

Management has an equal desire for effective, unin- 
terrupted work, and long range operations performed 
at definite costs so that it may be ready to bid com- 
petitively in an open market. 

Just as labor desires prolonged security of employ- 
ment and better pay, so management must be able to 
determine at what cost it is producing a given com- 
modity for a period of time. This it can do only ina 
reasonably stabilized wage market. 

That is why labor relations can never be handled by 
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purely legal formulae nor by men with legal skill alone. 
It is not possible to draw a line clearly across a given 
set of incidents and call them good or bad, legal or 
illegal. Much more is needed for an appreciation of the 
elements which make for an equilibrium in this set up. 

The ties start out as so many clauses in a labor 
agreement, but the actual operations under it soon 
assume the normal course of a simple, human associa- 
tion. Sensible provisions in the agreement may help 
it. But far more than terms are attitudes which never 
do appear and never can appear upon the written 
parchment. These attitudes stem from motives, 
emotions and human behaviour under every kind of 
impetus and pressure. And the negotiator who is not 
gifted with an intuitive feeling for these easily courts 
disaster. 


The Aptitude of the Negotiator 


The negotiator for either side must,. therefore, be 
endowed with a special sensitivity to the special 
demands of his job. Among these is a complete aware- 
ness of the feelings of the man at work; the time he has 
served the company; his temperament; his capacity 
to articulate his wishes; his tendency to cooperate or 
to quarrel or to do both; and the prestige he seeks 
among his associates. The negotiator cannot forget 
that he is dealing with non-static needs of a social 
creature who likes to feel he belongs; that he is or 
would like to be part and parcel of a company that 
enjoys a good reputation in the trade or industry, and 
produces worthwhile things. The more he feels this, 
the greater his responsiveness to his job. Such senti- 
ments are wholesome and can be lifted to the highest 
possible level of creative self-interest. Or, with apathy, 
neglect or abuse, they can be made utterly ineffective 
and disturbing. So with the intermediaries, the go- 
betweens. Their temper and temperament, their gift 
of geniality, their warmth, their flexibility, also have 
their special weight. 

Indeed the attitude of those men to whom is as- 
signed the job of parrying for advantages is greatly 
dependent on the basic thinking, and what they have 
done or learned on the way. These elements create the 
climate in which labor relations will be aired. With 
personalities on either side steeled by an unyielding 
combativeness or bleoted by the power captiously to 
_ Close the plant or call a strike, acrimonious conditions 
are most easily generated. Thus one man comes into a 
room and his mere presence suggests placidity, friend- 
liness and peace; another antagonistic produces all the 
reverse effects. One representative sets out to get along 
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with his adversary at any cost; another is ready to 
whimper of maltreatment and has all the ready proofs. 
One well steeped in the mechanics of production may 
utterly fail in the simplest relations with working 
folk. Though he might move mountains of machines 
with a mere push button, he is wholly impotent to 
influence even a minor change in a single human being. 
One man can secure a high production at a low cost; 
another will not get it at a much higher cost. Men 
flock to one, and avoid the other. 


The Bargainers for Labor 


Labor committees are too often recruited from 
diverse and usually inadequate traditions and occupa- 
tions. They have to maintain some balance between 
the demands of the worker for better working condi- 
tions and the concerns of management for competitive 
and improved production. Such responsibility should 
normally fall in the laps of men of ultimate skill. But 
labor has not yet had time or wisdom to develop a vast 
number of technicians, despite additions to its ranks 
of lawyers, ministers, teachers, miners, factory 
workers, and farmers. Of the most distinguished, some 
have been foreign born; the bulk are native. 

Thus at the usual labor dispute hearing you find on 
one side ingenuity and craftsmanship, both legal and 
executive; on the other, a hit-and-miss effort to ferret 
out salient issues by men fundamentally lacking 
knowledge of the intricacies of diplomacy, to say 
nothing of tact and the ever confusing legal terminol- 
ogy and procedure. Such untrained men are usually 
called upon to serve as ‘trouble shooters,’’ formulators 
of contracts, or to present the arguments for modifica- 
tion of agreements never without technical confusions. 

When a collective bargaining agreement has been 
entered into for the first time something shockingly 
new takes place. No longer is the laborer required to 
look to his employer or his personnel director for his 
privileges as worker. He now becomes attached to and 
is dependent on his union and its officers. When he 
expects a promotion or meets with trouble on his job, 
he is more likely to talk about it first to one or more 
members of the shop committee. This establishes new 
demands upon the members of the shop committee. 
They become the daddies of the whole working force, 
and the burden of keeping ‘‘the family”’ in good mood 
has gravitated to them. This switch is most significant, 
for now management must establish new working 
plans. There must be frequent and friendly consulta- 
tion with these representatives of the workers, espe- 
cially in explosive situations. 
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Through such new approach management can be 
close to the temper of the workers and keep them 
reasonably satisfied. It is insurance against irritations 
which flow from the written and unwritten codes in 
the plant, and the internal and external forces affect- 
ing labor. By such frequent consultations and reac- 
tions management can assure reduction of conflicts 
and the achievement of mutual acceptance. 

We must bear in mind that the shop committee is 
usually selected by a reasonably democratic process 
which does pay heed insofar as it can to ability to 
perform the job required, and most of all, to bargain 
effectively with the representatives of the employer. 
But it must be remembered on both sides these can 
only bring to their brand new experience the accidental 
endowments and meager training. 

Despite what these men lack in preparation and 
skill, they must make up in prestige with fellow 
workers and with management. If the committee is 
weakened intentionally or carelessly through the 
granting of a different or better job or more work time 
to some favored employee, it can easily lose control 
over the very men it must guide and discipline for 
common purposes. If, as a result of some careless 
action, the committee is allowed to lose caste, it be- 
comes that much more difficult for it to function as 
intermediary and as disciplinary agent for manage- 
ment. Thus management may easily become the 
victim of its own disarrangements. 

This prestige, it must be emphasized, is not only for 
the workers to respect. It can and should be enhanced 
by management as well. It must not be weakened 
through some easy insistence by management on the 
exercise of needless prerogatives on its part. Preroga- 
tives must yield to larger considerations. Prerogatives 
can be postponed for a better time when the partici- 
pants will be more amenable. Especially if the chief 
concern temporarily may have to be to recapture 
immediate harmony. 

The labor spokesman must give frequent formal or 
informal accountings of his stewardship and perform- 
ance. He must sell himself both ways—to his fellow 
members and to management. Unless management, 
too, realizes the problems inherent in this and is help- 
ful in the creditable performance of the committee- 
man’s tasks, dissension becomes easy, and failure will 
be evidenced in the plant’s output. If at some strategic 
moment the spokesman is aided in accomplishing his 
objectives, even at some cost to management, the 
latter, too, will inevitably benefit in the long run. 
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Only with good standing can the committee be able 
to break through a dangerous impasse. 

An interesting illustration is provided by a shop 
committee of fourteen men in a plant of some six 
thousand workers. Among other things, the committee 
was disturbed by the mishandling by management of 
the promotional opportunities in the plant. A foreman 
had been advanced to a position which had been left 
vacant by a lead man, a former member of the union, 
gone to war. The shop committee felt the vacated job 
belonged to some other member of the union. The 
company placed its chosen foreman on the vacated 
job. Delay in the treatment of the grievance, absence 
of a written agreement covering such contingency, the 
haughty manner of the personnel director, the long 
and unhappy history of general relations, with their 
pervasive strains and stresses of war, had contributed 
to the forcible ouster from the plant of two company 
foremen by some twelve committeemen and other 
officials of the union. These offenders were immedi- 
ately discharged by the company and this precipitated 
the strike by the entire force of some six thousand 
workers. 

They were ordered to return by the War Labor 
Board which then gave the twelve discharged em- 
ployees an opportunity to be heard by a tripartite 
hearing panel of the Board. After hearing the cause 
the panel was divided. The chairman was convinced 
these discharged employees deserved disciplinary 
action from management, but not the extreme penalty 
of a complete discharge because he found a number of 
circumstances in extenuation of the improper action 
by the employees. Among these were: The company 
had never entered into a written agreement with the 
union; the company had misused or abused the promo- 
tional opportunities of the employees; it was derelict 
in not taking immediate action for bargaining over 
these grievances which the company was told were 
highly explosive in character. For such reasons the 
public member recommended to the Board that the 
twelve employees be denied their wages for the dura- 
tion of their lay-off, but that they be all reinstated, 
maintaining further that the employees were each 
guilty in some minor or greater degree of assisting in 
the unlawful and improper ousters. 

The Board itself did not follow the view of the 
public panel chairman and recommended that nine 
out of twelve of the employees be reinstated with full 
pay; and that the remaining three be permanently 
discharged. 

What the Board failed to realize is that however ill 
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conceived the action taken by the twelve offenders, it 
was for the sole benefit of the other employees and 
that the esprit de corps made a strike of the whole 
plant likely in protection of the three discharged 
employees denied all chance to redeem themselves. 
Following the Board’s Directive there was a strike. 
It lasted many weeks. A number of other plants 
affected had to shut down, too. The hearing officer had 
foreseen the possibility of a strike. The Board appar- 
ently had not. True, the hearing officer imposed a stiff 
money penalty. The Board imposed a penalty of a 
complete discharge which meant loss of jobs and 
previous seniority in the plant. 

An astute management could and should have 
divined such solidarity. A wise hearing officer would 
not have sought to distinguish between the acts of 
leadership and those of fellowship and penalize some 
of the leaders too harshly and let some of the others 
go scot free. Thus was created a schism among the few 
who protected the interests of the many. 


Representatives of Management 


The bargainers for management are its representa- 
tives. They alone are usually seen by labor. They stand 
on guard for the front office. These speak fully for the 
spirit of the institution and reflect the views of top 
management. Ideal as a bargaining medium is he who 
has had actual experience in labor relations. That 
means more than reporting to his superiors schedules 
of production or plant gossip. The apt mediator will 
diagnose not only the needs of his company, but also 
those of the man at the machine. He will have grasp 
of the psychology of the whole plant, its actual, as 
distinguished from the imagined operative conditions 
in it. He will be aware of the habits of the men, their 
collective and individual feelings of rights and wrongs. 
He will know how to work out mutual relationships 
beyond the technical requirements of a written or 
unwritten agreement. He will say, ‘‘Yes’’ and ‘‘No”’ 
or “‘I’ll look into that” with sympathetic understand- 
ing and quiet determination. 

In an issue of equivocal rights or duties, such a 
representative will tread softly, carefully. He will 
make no arbitrary decisions in doubtful situations. 
Irritating incidents he will always treat with circum- 
spection. He will avoid superficialities in treatment, 
easy for the moment, but costly in the end. He will 
be alert to conditions which may precipitate conflict, 
anticipate or avoid them, or treat and cure them with 
the immediacy required by the then existing feelings. 
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He will never be insensitive to the promotional oppor- 
tunities afforded the employees, realizing always that 
a few rungs up the ladder represents the deepest hope 
of the man at work. He will avoid frigidity, aloofness 
and encourage camaraderie, warmth and even pride 
of union members for their own representatives. He 
himself will remain approachable and always “‘ pack- 
age” his requirements or orders in simple form. He 
will soon learn, if he does not already know, that he 
must live with the union and its leaders in informality, 
mutual confidence and respect. The sooner he practices 
this, the more readily he may find improvements in 
output, and the greater the fun in working on produc- 
tion, management and sales. 

The spokesmen for industry understand that the 
representatives of labor, under whatever name they 
operate, are usually simple fellows, commonly charged 
with a tough assignment from the men in the plant— 
a confused, militant, suspicious and easily irritated 
lot. These temporary leaders have much to learn and 
to unlearn. If, for some minor infractions, labor’s 
leaders must be replaced, others, the same kind of 
people, will be brought to the top and it is important 
to management that its relations will not be aggra- 
vated thereby. 

Management must be prepared even to sacrifice 
some members of its personnel or public relations 
department where frequent errors of judgment have 
sent the entire plant into a state of jitters, or have 
created enduring mistrust. 


Mutual Confidence of Supreme Importance 


The need for confidence on both sides can hardly be 
overemphasized. The greater the mutual respect and 
trust, the more healthful the general effects ulti- 
mately secured in high production. Where respect is 
dwindling, we may look for unexplained eruptions 
daily. Ensuing deteriorations become difficult to 
explain or repair. Confidence is not a mere accident, 
of contract or of louder insistence by one side or the 
other. It springs from mutually recognized and 
respected associations. Upon the history of the rela- 
tions depends, in greatest measure, how the parties 
will get on together at a more crucial moment. Har- 
mony and production result from one set of condi- 
tions, frayed nerves, chafings, strikes, lockouts, slow- 
ups, reduced production from the other. 

The labor committee for its part is, of course, 
zealous of its relations with the rank and file. It is 
similar to the personnel director of management seek- 
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ing to carry out fully the concepts and desires of 
management. Yet, surprising as it may seem, manage- 
ment must consciously foster the relations between 
the committee and the employees and avoid every 
situation which might tend to weaken it in the eyes of 
the employees. The committee in its effort to foster 
or prove its own strength with the employees will, on 
occasion, encourage insubordination. This in the form 
of a general slow-down, strike, absenteeism, or even 
as often happens, the forcible ouster of some company 
foremen. Management is then confronted with a 
situation and may seek to impose sanctions against 
those who inspired the hostile action. 

If punishment is meted out to leaders only, then 
they are being asked to pay alone for ‘‘fronting”’ in 
defense of the interests of the whole plant. If manage- 
ment seeks also to punish some of the ‘‘mobsters”’ who 
have taken part in some minor ways in the hostile 
action, then there is danger that a few less active 
followers are being unjustly penalized. In bunching 
them together and punishing them jointly, there is 
danger of awakening hostility of the whole plant. 
Punishing none of them you may be risking plant 
discipline entirely. How to measure guilt then and 
apply fitting punishment without causing undue hard- 
ship on those who have acted perversely while in a 
representative capacity, becomes an issue fraught with 
serious risk to peace and harmony, and calls for the 
wisest human judgment. The whole plant may walk 
out as a unit if the punishment is too severe, ill timed 
or unjustly administered. 

Concretely, in one plant there was a threatened 
strike because the foreman was attentive to a comely 
young worker whom he favored by allowing her to 
eat in his private room. The shop committee imme- 
diately wanted the foreman punished by a company 
discharge. Overnight, however, came forth a proposal 
that the employees take a vote as to whether the 
young lady should be demoted by a transfer from the 
night shift, paying a higher wage, to the day shift, 
where she would not be in contact with this foreman. 
The management was aware that this ‘‘moral’’ issue 
had so upset the entire plant that work was not 
progressing satisfactorily; even a strike could readily 
happen. At its own cost the company provided imme- 
diate opportunity for taking such a vote. And this 
proved unfavorable to the young lady. The incident 
seemed to have caused a terrific impact on the whole 
working force and the matter was equitably adjusted 
then and there. The foreman had a sufficient rebuff 
never to repeat such behavior in the plant. 
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The Things That Have Gone Before 


How has labor behaved in the past years? How 
management? When did the two first get together on 
a labor agreement? Was the labor union invited in, or 
held at bay until it forced the union upon the plant? 
How have petty irritations been adjusted, by whom, 
and how quickly? 

The answers to these simple questions suggest the 
next move in the whole relationship. While the em- 
ployees in the plant often ask concessions in the wrong 
manner, or at the wrong time, these could often be 
denied without serious repercussions provided, of 
course, that past relations have established reasonable 
basis for collaboration. If not, the merest demand 
may crystallize into an issue of ‘‘principle,’”’ which if 
not yielded, will bring forth the urge of ‘‘ get it or else.” 
An unpleasant past will cause men to close their ears 
to the counsel of the prudent. Blowups from minor 
sources get out of hand. It may become impossible to 
explain why higher wages, shorter hours, longer 
vacations, recess periods, incentive plans and many 
more cannot be granted in this plant. An unwhole- 
some record of past relations will vitiate a sensible 
explanation. Just as every needless previous rupture 
has torn the record down, every intelligent adjustment 
tends to create an amenable atmosphere. Especially 
in an emergency does the past, good or bad record, pay 
full dividends in harmony or dissension. It is then that 
the history is a promise or a threat to labor, manage- 
ment and the public. 


Speeding the Conference 


Irritations, well founded or not, given time to fester 
will always mature in some common afflictions. The 
effects cannot always be evaluated in terms of the loss 
in production over a long period of time. Speedy 
attention and disposition are imperative. Human 
beings react to stimuli—enjoyable and discordant. 
The first will increase output, the other reduce it. 

Time is, therefore, always of the essence. Ordinarily 
there is inordinate strain, stress and emotion from 
delays and disappointments, between periods of bar- 
gaining. Unhealthy conditions easily become acute. 
And the more people involved, the greater the frustra- 
tion and the resultant falling off in output. On the 
basis of the maintenance of production, then, on a high 
level every issue great or small should be dispatched 
as pleasantly as possible by the earliest steps provided 
by the grievance machinery. Speed, vigilance and 
patience of a Job are the essentials, without which 
all labor discussion deteriorate into guerilla warfare. 
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In Conclusion 


If management accepts the labor union without 
reservation as a necessary member in our industrial 
setup then a completely new spirit can be set in 
motion. If the union accepts management’s right to 
run its business effectively and profitably, the union, 
too, will follow certain basic disciplines which are 
inherent in the relationship. Substantial progress is 
in the offing as soon as both sides accept fully the 
postulate that neither are all union members grafters, 
nor is all management made up of scoundrels. 

The genuine complexity and sensitivity of these 
relations in a world still in the throes of the war of 
yesterday requires now, more than ever, that both 
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sides be endowed with boundless skill, understanding 
of each other’s problems, and above all, tolerance. 
Such endowments as native intuition and feeling for 
the right and the wrong will often transcend experi- 
ence and training. Where such insight is lacking, those 
unsuited for the business of bargaining should be 
readily replaced by others. Too much face saving here 
may cause infinite and irreparable harm. 

The relationship needs constant re-examination and 
revision. Courageous departures may be drastic but 
essential. Let both sides be aware of the many new 
areas in which the collaboration of labor properly 
invited and used will produce unexpected and rich 
dividends in harmony and profits. 


BOOK REVIEWS 


The Training Within Industry Report. U. S. Govern- 
ment Printing Office, Washington, D.C., 1945, 
pp. 33, 50 cents. 


War experience has effectively advanced the practice of 
scientific management. 

Shortly after the turn of the century, Frederick W. Taylor 
and his followers developed some of the important principles. 
The necessity for equipping and maintaining an armed force of 
12 million, providing equipment for our Allies, and at the same 
time taking care of civilian needs required the most effective 
use of these principles in stepping up production. 

Training Within Industry was set up by the government as 
one means for increasing production. Leadership was provided 
by Chan Dooley, Walter Dietz, William Conover and Michael 
Kane, all from industry. 

With an organization which never exceeded 410 government 
paid persons, nearly 2 million foremen, supervisors and execu- 
tives were instructed in the use of 4 fundamental management 
techniques. 

They Got The Facts about the needs of a supervisor—two 
areas of knowledge, three skills. 

They Developed A Plan and an organization for assisting 
management to increase production by training foremen. 

They Put The Plan To Work and put nearly 2 million foremen 
through 10 hours of intensive instruction. 

They Checked Results and proved conclusively that produc- 
tion was increased. 

The report is of interest to Managers: It tells how the job 
was done. It covers mistakes as well as achievements. It out- 
lines the content of 4 important management techniques. 

The T.W.I. program won the confidence of leaders in indus- 
try, in labor and in government; the respect of professional 
educators. The six million dollars which it cost was paid back 
many times over in savings which resulted. 

The program has survival value. Those trained will use their 
new skills in helping to convert industry to peace. Educational 
institutions will find the techniques helpful. Trade associations 
and labor unions and those responsible for getting results 


through organized effort will take a new interest in training 
as a tool of management. 
The report is a record of a significant research project. 


CARL S. COLER 


Executive Director, The Society for the Advancement of 
Management 


Supervising People. By George D. Halsey, Harper and 
Brothers, 1946, pp. 233, $3.00. 


George D. Halsey, known to readers of ‘Your Life’”’ and 
“Your Personality”’ magazines for short and timely articles on 
supervision, deals with the problems of supervisors in their 
broadest concept in his book, ‘‘Supervising People.” 

According to the Preface, the book is intended for ‘‘foremen 
in shops and mills, section heads in offices, assistant buyers and 
floor managers in retail stores—the men and women directly in 
charge of the workers and finally responsible for whether or not 
each individual’s work is well done.” 

Mr. Halsey has arranged his material so that it can be used 
either as a text for groups studying the art of supervising people 
or for individual study. He suggests that if it is desired to hold 


-a short series of meetings, this may be done by selecting the 


chapters dealing with those phases of supervision of greatest 
interest to the group in attendance. Unquestionably, in this 
latter respect, the book will serve a most useful purpose. No 
one can emerge from reading ‘‘Supervising People” without 
realizing more forcibly than ever before that there are wide 
differences in the techniques of supervising factory, office or 
sales personnel. Therefore, a certain amount of selectivity in 
using the material for group discussion, will greatly enhance 
the effectiveness of the valuable lessons the book contains for 
the respective groups for which it is intended. 

Much of the subject matter, of course, has universal applica- 
tion, such as that pertaining to understanding human nature, 
making people like you, and morale. The short cases, with an 
analysis of solutions, presented in chapters covering psycho- 
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logical aspects of supervision problems, are handled with 
expert skill, and are extremely readable. 

Mr. Halsey’s extensive personnel experience as Personnel 
Officer, Third District Farm Credit Administration, Personnel 
Director, Woodward and Lothrop, and Employment Manager, 
Cincinnati Milling Machine Company, is further evident in 
the sections of the book on preparing the job specification, 
detailed directions for using tests to select employees, interview- 
ing applicants, the employee counselor, and a self-development 
program. He draws on a variety of sources to illustrate his 
points, both from his own activities, and from published data. 
As a graduate of Dean Herman Schneider's cooperative courses 
in engineering at the University of Cincinnati, he has learned 
adeptly to combine theory with practice, not only in his view- 
points, but in the application of factual material to actual 
commercial and industrial situations. 

This by no means implies that other chapters in the book are 
by contrast less valuable. It is just that space limits the author 
to less fulsome examples to illustrate some of his points. As it is, 
Mr. Halsey has done a creditable job of condensation. He has, 
for example, taken as technical a subject as ‘‘Job Evaluation 
and Salary Administration,’’ and compressed it into twelve 
pages. In this space, he evaluates the job descriptions of 
“Junior Accounting Clerk,” ‘‘ Accounting Clerk’’ and ‘‘Senior 
Accounting Clerk.’’ He outlines the Point Rating Plans used 
by the General Foods Corporation and the Detroit Edison 
Company. General salary tables, and salary reviews are 
discussed. 

Likewise, in a brief chapter on ‘‘Measuring and Rating 
Individual Performance,’’ efficiency rating, merit rating, 
employee appraisal and service rating are covered. Undoubt- 
edly, for the busy supervisor, this ‘‘taste’’ is entirely adequate. 
It encourages him to ‘‘dip in’’ and for those who want to be- 
come more proficient, Mr. Halsey has thoughtfully provided 
guidance to further reading and study. 

Both the supplementary reading lists at the end of each 
chapter, and the suggested library on supervision in the 
appendix, are well chosen. 


GLENN GARDINER 


Vice President, Forstmann Woolen Company 


Practical Supervision. By Palmer J. Kalsem, McGraw- 
Hill Book Company, New York, 1945, pp. 194, 
$2.00. 


The Glenn L. Martin Company tried the experiment of 
sending, once each two weeks, to the home address of each 
engineering supervisor a pocket-size booklet on some phase of 
supervision. The subject matter was based on everyday, actual 
problems of the supervisor. The booklets were illustrated by 
numerous sprightly cartoons, following a style developed by 
Joseph Overstreet. 

The booklets, supplementing, as they did, training confer- 
ences on the same subjects, proved so popular with the super- 
visors that it was decided to make them available in book form. 


‘PRACTICAL SUPERVISION is this book. 


As would be expected, a book developed in this manner has 
several excellent features. First of all it is definitely down-to- 
earth and practical, as indicated by a few of the chapter head- 
ings (each chapter was a booklet): ‘‘What Gets the Job Done;” 
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to ‘Up’ Quality;”’ ‘‘Man to Man;” “‘The New Em- 
ployee.”’ The chapter on the new employee is especially interest- 
ing. Three actual cases are described and the lessons to the 
supervisor are easily apparent. 

And the fact that this chapter is so interesting and so easy 
to read, largely because of these illustrative cases, brings us to 
the only major criticism of the book. It is that such case descrip- 
tions are not used as frequently as they might be. There are 
several and all are well chosen, but a few more would add 
greatly to the value of the book. 

A chapter entitled ‘“‘Quiz for Supervisors’? makes good use 
of the ever-popular true-false type of questionnaire, with 
answers and a discussion of why each answer is correct following. 

The discussion of personnel supervision in this book is not and 
was not intended to be profound. The purpose, as stated in the 
Foreword, is that it should be so written and so illustrated that 
the supervisors will read it in their homes and will find the 
reading a “‘ painless” way to study the principles of supervision. 
It should accomplish this purpose, admirably. 


GEORGE D. HALSEY 
Personnel Officer, Third District Farm Credit Administration 


American Labor Unions. By Florence Peterson, Harper 
and Brothers, New York, 1945, pp. 338, $3.00. 


Miss Peterson has here a beautifully ordered presentation 
of the basic facts about labor unions. The chapters give a brief 
history of unionism, a survey of the various types of union 
organization, benefit activities for members, and collective 
bargaining activities with employers. In addition there is an 
appendix of ninety pages of reference material containing, 
among other things, a directory of international unions with 
their membership and their post-office addresses. Six tables 
summarize the existing information on membership, dues and 
strikes. 

The author gives the essential magnitudes in the labor union 
field, and the essential structural relationships. There is no 
fancy writing in the book. 

This work is important for executives in business, trade 
unions and the press. This volume, together with the daily 
papers, would make a better text for courses in labor problems 
than many of the present texts, which are weighted down with 
ideological premises the writers do not always see, and which 
for that reason are quickly outdated, as the political tides 
change. It will be long before Miss Peterson’s treatment is 
outdated. 

The book is important for its political maturity. The author 
knows, as few people do, the difficult art of fact-finding. Fact- 
finding is not collecting facts but a severe intellectual discipline 
which enables the collector to free the facts from the biases and 
ideologies with which they are entangled. As William Green 
said recently most fact-finders are soon passing judgments— 
without knowing it. The ability to separate facts from judg- 
ments depends on thorough understanding of the political and 
philosophical issues that are being excluded. Only people with 
broad training can be good fact-finders. 

Miss Peterson received her training in the U.S. Bureau of 
Labor Statistics. In this bureau as in most State and Federal 
offices it was long recognized as the pride and the duty of 
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government experts to keep facts divorced from ideology and 
to give the public the solid data on which both sides could 
depend. This was part of the political philosophy that citizens, 
and not officials, made the policy decisions. This doctrine of 
impartiality is no longer unchallenged, and the opposite idea, 
that government experts should serve the party in power rather 
than the whole people, has gained considerable ground. Miss 
Peterson’s book shows us how great is the service that can be 
rendered by adherence to the older tradition. 


EDNA LONIGAN 
New York 
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The Trundle Engineering Company is a 26-year 
old organization of consulting management engi- 
neers. 

You are invited to write us for information or to 
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problem of Management Business, Survey, Mer- 
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